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Watch Brokers. Loans 


ALTHOUGH no one mind can hope to 
maintain familarity with all the fac- 
tors bearing on the securities mar- 
kets, there are certain basic aspects 
which should never be overlooked. 
Brokers’ loans, for example, have 
been a dull and forgotten subject for 
many months, but they still furnish 
one of the surest indicators of the 
character of buying entering the 
market. The latest weekly Federal 
Reserve statement shows an increase 
of thirty-nine millions in the item, 
coming on top of rises of nineteen 
and sixteen millions in the two pre- 
ceding weeks. In less than a month 
the figure has jumped fifteen per 
cent, and the increase has been going 
into the stock market for the pur- 
pose of carrying securities on margin. 
We have here a trend, although ad- 
mittedly a short one as yet, which 
indicates that stocks are beginning 
to pass on balance from the hands 


of those who pay for them in full 
into the less dependable owner- 
ship of speculators or investors on 
margin. 

Ten years ago an increase of fif- 
teen per cent in brokers’ loans inside 
three weeks would have given the 
market a severe shock. Ten years 
ago this month, however, borrowings 
by members of the Stock Exchange 
were equal to 9.627% of the value of 
all listed stocks. The latest compar- 
able figure is 1.20%, or very close to 


the low since the ratio has been 
available. Member borrowings at 


the peak in 1929 were over eight 
and a half billions, thirteen or four- 
teen times their recent levels. The 
great change in the size of brokers’ 
loans is clearly warrant for refusing 
to accept rises in the figure as danger 
signals in the old-time sense. 
Margin regulations formulated 
between the two dates have placed a 


much lower limit to which borrow- 
ings can be expected to grow. 
Rarely were they much more than 
2% of total listed values during the 
strong markets of 1936 and early 
1937, and it would be surprising to 
find that ratio widely exceeded in 
the future, barring further relaxation 
of margin requirements. Thus we 
arrive at the conclusion that while 
the additional loans now being re- 
ported are not necessarily a sign of 
technical weakening, their implica- 
tion is stronger than the compara- 
tively small actual figures would 
suggest. 

A trend of this sort can continue 
for months; indeed, it is very defi- 
nitely a part of the picture of rising 
confidence, natural and desirable. 
Brokers’ loans have not approached 
a threatening level, but their mes- 
sage is always significant. Get in 
the habit of watching them. 
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Charles Phelps Cushing Photo 


The determination of the Administration to demonstrate 
to the world that democracy can solve its problems and 


produce prosperity, coupled with a great program of 


mobilization of all national resources as a preparedness 


measure will mean a tremendous impetus to business. 


THE MAGAZINE OF WALL STREET 



















“ate 


and 
1 of 


ness 


ess. 








THE 


E. Kennetx Bercer, Managing Editor 








Wid Rs a Ser 


iT 


ot Nee SS 


ENCOURAGING THE UTILITIES ... In prior years it 
has been a mistake to draw an optimistic conclusion from 
the Administration’s friendly gestures toward the utili- 
ties, particularly if the overtures came just before elec- 
tions. This vear, however, there is more ground for 
encouragement. Two major points support this view. 
The first is the probable outcome of the various state 
elections themselves. If we read the signs aright, these 
will reveal a growing popular disfavor for publicly owned 
power plants. But more important still, the odds favor 
the more conservative candidates. There will no doubt 
be sufficient gains among the independents in Congress 
to give that body more self-assertion and independence 
of action than it has manifested since the New Deal 
‘ame into power. 

The second point concerns the huge preparedness pro- 
gram on which the Government is wisely embarking. In 
this it is recognized that utilities must play a major part. 
Power plants the country over must have more reserve 
than they currently possess. Interconnections must be 
such that if an aerial raid destroyed a power center, there 
would nevertheless be an uninterrupted flow of power to 
vital industries and munition plants from other stations. 
It is to promote this expansion program that the utilities 
have been encouraged and cultivated recently. The 
National Defense Power Commission, headed by the 
Assistant Secretary of War, has been formed and some 
utilities are reported to have agreed on installations 
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totalling some 350 million dollars. Whether this sum 
will be increased over the next year to the billion or 
more under discussion will depend in a large measure on 
the Administration’s future attitude and policy. 

From the standpoint of securities, we may take a 
more hopeful attitude toward utilities. If the political 
pressure on them is definitely relieved their investment 
status is, of course, improved. On the other hand if 
participation in their expansion is sought it can probably 
be had more safely and profitably through the makers 
of electrical and power equipment. 


PURCHASING POWER INCREASING .... The indexes 
of employment, payrolls, national income and purchas- 
ing power are rising—but indexes are cold, inanimate 
things which do not pay the grocery bill nor fill the coal 
bin. Well then, speaking in human terms, things are 
getting better. Nearly a million more people have private 
jobs today than had work several months ago. and there 
is more money in the average pay envelope. Johnny Q. 
Public’s income is now only about 5 cents on the dollar 
less than it averaged in 1937, which was a good year, 
and it is rising. The cost of living is less than a year ago 
and is practically standing still. 

It is to be doubted that Johnny Q. is spending much 
time pondering the question of just why his purchasing 
power is increasing, and we don’t blame him. Truly, it 
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is a matter of deep complexity—like the sequence of 
chicken and egg. Some will tell him it is because the 
Government is borrowing and spending money, getting 
higher wages and shorter hours for some people through 
the recently effective wage-hour law, aiding labor in 
collective bargaining, etc. Others will say it is the “natu- 
ral forces of recovery,” supply and demand, sun spots, etc. 

One thing we know is that Johnny Q. and his Uncle 
Sam can not more than temporarily get something for 
nothing, pass miracles with the mirror trick or pay the 
mounting bills of the nation with I.0.U.’s. Purchasing 
power is not a new political invention. We used to be- 
lieve its only solid foundation was private work and 
private production. We have a deep-seated feeling that 
it is still true despite the new teachings of recent years. 
If it is what the Government is spending today to swell 
purchasing power is merely borrowed against to- 
morrow’s purchasing power. 


BEAR MARKET FOR STER- 
LING .. . With evident sup- 
port from British control au- — 
thorities, the dollar price of the : 
pound sterling has_ recently 
steadied around $4.76. It was 
$4.60 on the war-panic day just 
prior to the fateful Munich con- 
ference, but three months ago it 
was $4.92 and five months ago 
it was $4.95. Secretary of the 
Treasury Morgenthau has not 
concealed the concern with 
which the Administration views 
sterling’s failure to regain more 
of its decline. The Washington 
fear is that weakness in the 
pound will have a deflationary 
effect on dollar prices of inter- 
national commodities and, there- 
fore, on our foreign trade. 

In terms of dollars, sterling has declined about 4 per 
cent from the level of last spring and at present it is only 
a bit more than 2 per cent under the old parity of 
approximately $4.86. Such relatively small changes 
can not be viewed with justified alarm. As compared 
with a year ago, for example, our commodity price level 
has declined far more than can be accounted for by 
international monetary factors. It appears quite evi- 
dent that the Secretary of the Treasury must really be 
concerned not with these fluctuations but with the 
longer outlook for sterling. 

Although the gold flow from Britain has abated some- 
what, fears as to the ultimate value of sterling will not 
down. Never was the fundamental security of the 
British Empire under greater question. Therefore, the 
dollar value of sterling will remain under question. None 
can guess what it may be tomorrow, next month or next 
year—and our Treasury can neither talk it up nor put it 
up. The equivalent of putting it up would be to put 
the dollar down. We may come to that, if and when the 


one of its editors 


lovable character 


It is with deep regret that this pub- 
lication records the death on Octo- 
of Theodore MacFarlane 
Knappen, Associate Editor of The 
Magazine of Wall Street. Mr. Knap- 
pen was a contributor to this maga- 
zine for more than twenty years and 


numerous articles will be recalled by 
many of our older readers. Mr. Knap- 
pen was a man of high attainments in 
the field of economic journalism. His 


capacity for friendship will make him 
sorely missed by his many friends in 
New York and Washington. 





pound sinks low enough to become a deflationary fact 
rather than the present deflationary threat. 


FINANCING RECOVERY ... There has been a very 
substantial improvement in the volume of new capital 
financing by corporations since last summer and present 
indications point rather strongly to continuance of this 
trend. A still larger flow of private capital into produc- 
tive long-term investment is of urgent importance to all 
of us for a very simple reason. If we are ever to get away 
from chronic Government pump priming, with all of its 
dangerous ultimate implications, we can only do so by 
making the capitalist system function much more effec- 
tively than it has done in recent years—and that in- 
volves private capital investment at a rate certainly 
several times greater than we now have. 

It is futile to apportion the 
blame. Whether the obstacles 
that retard capital investment 
have been created by the Gov- 
ernment or not, it is really the 
nation’s No. 1 problem that they 
be objectively examined and re- 
moved so far as possible. A large 
part of the answer lies in tax 
policies, and as a starter we 
should promptly end issuance of 
further tax-exempt bonds. 

Meanwhile, it is gratifying to 
note that bankers assembled for 
the convention of the Invest- 
ment Bankers Association con- 
fidently predict further sharp 
improvement in new capital 
financing next year. They re- 
port increased inquiry for financ- 
ing from various industries and 
especially from companies of 
moderate size, and they express 
the opinion that the financing 
trend will be increasingly toward convertible bond issues, 
together with some increase in stock offerings. 
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HELP THE RAILS... While it could scarcely be called 
a surprise, the recommendation by the President’s 
Fact Finding Board that the railroads abandon their 
proposal to reduce wages, comes as a distinct disap- 
pointment. After months of delay the whole railroad 
problem remains precisely where it was. Solution 
rests now in part with traffic volume, which is show- 
ing some encouraging gains, and in part with Gov- 
ernment. If the national policy of preparedness is to be 
pursued, and a demonstration of working democracy 
staged, the railroads’ plight cannot be ignored. It can- 
not be glossed over with more loans. It must be real- 
istically approached by a relief from Federal compe- 
tition; by a uniform policy under which all forms of 
transportation are equitably dealt with; and by a less- 
ening oppressive taxation on the rails. —10/31/'38. 
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i. BY CHARLES BENEDICT 


MORE REALISM — LESS ALTRUISM IN OUR FOREIGN AFFAIRS 


‘Te turn of world affairs makes it important for us 
to get our own house in order, so that we can meet the 
situation which the three aggressor nations—Germany, 
Japan and Italy—are forcing upon us. We can no longer 
pooh-pooh or minimize the danger that confronts us. 

Today we are being attacked on all fronts, politically 
and economically; and we have to look to ourselves if 
we are not to be badly bent by, or even to survive, this 
onslaught. The “lie” has become mighty in the mouths 
of the aggressors, and resounds throughout the world 
like the ever-accelerating beat of a savage tom-tom— 
terrifying and paralyzing the nerves with its insistent 
clamor. 

How are we to silence it except by attacking it vehem- 
ently and routing it out?) They would only mock us and 
strike us harder if we “turned the other cheek.” 

The Dictators have won by attack, and their oppo- 
nents have lost, because they have been on the defense 
only. We are actively feeling the effects of such attacks 
at home; and are at last becoming alive to the astound- 
ing undercover invasion of the Western Hemisphere by 
Japan, Italy and Germany—to 
which we called attention as 
much as a year ago. We know 
that we need to meet the situa- 
tion with firmness, determined 
and quick decisive action. 

We must turn our attention 
first to those who most en- 
danger our security in the Latin 
Americas—the Nazis. The psy- 
chological effects of the victory 
won through the Munich Peace 
Pact, which established a new 
set-up under Nazi control, is felt 
all over the world. In Europe 
we experienced the backlash of 
this powerful assurance when 
the negotiations on the British- 
U. S. A. trade agreement were 
held up because of German de- 
mands for preference in various 
classes which included moving 
pictures and automobile quotas 
(in addition to their insistence 
on a three-cornered arrangement 
in which they would be the larg- 
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est beneficiaries at the expense of both England and 
the United States) . 

To the south of us German aggressiveness has grown 
by leaps and bounds. We are encountering her in Mex- 
ico, in the Argentine, in Chile, in Brazil—everywhere. 
The Nazis felt themselves so firmly entrenched in Brazil 
that they attempted to take over the State on two 
occasions. It was the discovery of a most recent plot 
to oust the President and overthrow the government 
which caused the breaking off of diplomatic relations 
between Germany and Brazil. There seem to be no 
lengths to which the Nazis will not go to gain their ends. 
For many years the Germans have held a dominant posi- 
tion in Brazil. In fact, the State of Santa Catharina, with 
its population of over a million, is predominantly Ger- 
man. Even before the war in 1914 German recruiting 
ships stopped and took the young men from there to 
the Fatherland for military service. 

Germany’s large scale activities both political and 
economic are becoming increasingly bolder. The Nazi 
brazenness in the inflammatory (Please turn to page 114) 
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Air view of the Pacific fleet at anchor in Los Angeles Harbor. 
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Election Market Forecast 


Any further advance will meet strong resistance not 


far up. Within the next month or six weeks a reaction 


cancelling about a third of the move from the Sep- 


tember low should provide a buying opportunity. 


BY A. T. MILLER 


1, football vernacular, the stock market used up much 
energy during the past fortnight in sweeping end runs 
which looked exciting to some rooters for the moment 
but which ended at or behind the line of scrimmage after 
much useless running. There was no touchdown. 

As this analysis is written on Monday, October 31, a 
moderate extension of last week’s minor reaction is in 
progress, the strategic retreat being helped along by the 
not particularly surprising news over the week-end that 
the Roosevelt-appointed fact-finding board had taken 
its stand against any cut in railroad wages. 

This particular piece of news is as good an excuse as 
any for a technical sell-off in a market which really had 
been getting nowhere for some time. The recent high 
in our industrial index represented a net gain of ap- 
proximately 20 points from the war-scare low of Sep- 
tember 26, but 90 per cent of such advance had been re- 
corded by October 6 or on the first ten days of the move- 
ment. 

In short, prior to the present dip, the varsity team had 
been giving itself an extended rest while the scrubs tried 
valiantly to carry on—the rails, utilities, industrial spe- 
cialties and a goodly mixture of low price “cats and 
dogs.” Temporary speculative leadership by such sec- 
ondary issues is not particularly frightening but neither 
is it impressive. Moreover, the recent strength in some 
individual rails and some individual utilities failed to 
conceal increasing inertia for these groups as a whole. 
On last week’s high the rail average bettered the Octo- 
ber 13 high by only a fraction of a point, with quite a few 
representative issues failing to advance through their in- 
dividual highs of last July. Despite the bullish ballyhoo 
surrounding them, utilities at their best level last week 
bettered the average high of October 15 by only a shade 
more than half a point. In this group also the per- 
formance has been decidedly mixed. As measured by 
our weekly index of 330 stocks, the market as a whole in 
the week ended October 29 fared considerably worse, in- 
’ deed, than did the industrial index, for its decline for 
that period was a bit over 6.5 per cent. 


66 


Comparing the October highs with the intermediate 
low of September 26, the advance in the industrial aver- 
age was a bit more than 18 per cent; that in rails about 
40 per cent; and the net gain in the utility group was 46 
per cent. But a more illuminating measure of the vital- 
ity of the current phase of the bull market can be had by 
comparing recent highs with those of July-August. So 
measured, the bull movement in industrials from August 
high to October high was extended by about 6 per cent; 
and in rails and utilities from July highs to October highs 
by 5.7 per cent and 11 per cent, respectively. 

Generally speaking, we believe there is a zone of tough 
resistance not far above the current price level. We be- 
lieve those contemplating either intermediate or longer 
term purchases will have at least a moderately more fa- 
vorable buying opportunity presented on reaction some- 
time over the next month or six weeks. We see no rea- 
son to alter the view expressed a fortnight ago that near- 
term rally above the 125-128 range in our industrial in- 
dex—about 158-163 Dow-Jones—is improbable. 

On the other side of the picture, we see no likelihood, 
during the rest of this year, of a full intermediate reac- 
tion such as the August-September affair, in which the 
decline in our industrial index was approximately 15 
points. More likely—whether October highs are bet- 
tered meanwhile or not—is a reaction cancelling some- 
thing like a third of the net advance from the September 
low, perhaps 8 to 10 points in the Dow-Jones industrial 
index or 6 to 8 points in our slightly less sensitive, and 
more representative, daily index. 

Meanwhile there appears a better than even chance 
that the technical dip of the past few days can be fol- 
lowed rather promptly by another effort to climb through 
the October resistance level on the up side. Expected 
conservative gains in the elections to be held next week 
might serve as a logical excuse for another upward whirl, 
whether beginning before.or after the event. 

In these days of numerous, carefully devised sample 
polls of voter opinion, it is hard to believe that what 
happens on November 8 can actually surprise the stock 
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market or any considerable number of intelligent in- 
vestors and speculators. The concensus of the polls is a 
gain of from 50 to 60 House seats and 4 Senate seats by 
the Republicans. At this writing the indications point 
to a radically reduced New Deal vote in such key states 
as New York, Pennsylvania and Ohio. 

While either Republican gains or reduced majorities 
for certain prominent New Deal candidates will no 
doubt make a good many people much happier, it is open 
to question whether such an outcome will change the 
economic outlook in any major respect. Certainly it is 
to be doubted that anything coming out of the elections 
will materially change the course of the market and of 
business activity during the rest of this year, which is 


the period that concerns us right now. The seasonal 
habit of market rise near the end of the year has 
been established by strong precedent and fits in 
with the natural psychology of human hope at that 
time. In a setting of major cyclical recovery, we can 
probably expect the traditional year-end advance to 
carry somewhat into the new year. It is with this ten- 
tative market pattern in mind that we would look upon 
probable reaction in late November or the first half of 
December as a buying opportunity. 

It need hardly be reiterated that nothing in the mar- 
ket movement during recent months—nor in business nor 
credit dev elopments—calls for any change in a generally 
bullish longer term investment attitude. 
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New Business Trends Revealed 


Third Quarter Earnings Statements 


and Fourth Quarter Prospects 


BY WARD GATES 


S ince mid-summer few have doubted the upward trend 
of general business activity but many have doubted the 
results upon corporate earnings and some have feared a 
considerable period of “profitless prosperity.” The third 
quarter earnings reports, now available in considerable 
number, make it possible to judge on a factual basis 
whether recovery in profits to date is in normal propor- 
tion to recovery in volume. Theses tatements are addi- 
tionally illuminating in that the varying profit trends 
shown can in many instances be projected, at least in 
general terms, for the fourth quarter. 

The first 200 reports of industrial corporations show 
aggregate third quarter profits of approximately $110,- 
000,000. This is 66 per cent less than in the third quarter 
of last year and it is also approximately 7.5 per cent less 





Courtesy Procter & Gamble 


A chemist controlling admixture of soap ingredients. Chemicals are among the most 


promising of industrial groups. 
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than was earned in the second quarter. Since the third 
quarter brought a total rise of 13 per cent in business 
activity, as measured by the Federal Reserve Board’s 
adjusted index of industrial production, the fact that 
profits were generally less than in the second quarter 
would seem to support the allegation of profitless pros- 
perity—but there is a catch in this comparison. 

Quite properly, we measure business activity in terms 
of adjusted indexes which allow for normal seasonal vari- 
ations. The same allowance must be made in discussing 
earnings trends. The normal third quarter profit trend 
for business as a whole is downward. Thus, total profits 
of 200 industrials declined about 15 per cent from the 
second to the third quarters last year and about 14 per 
cent from the second to the third quarters of 1936. When 

preper seasonal allowance is made 

vee it becomes apparent that the third 

PS quarter earnings trend was highly 

* favorable in that the adjusted aggre- 

gate profit of these 200 companies 

was almost double that of the sec- 

ond quarter but nevertheless 61.5 

per cent under the third quarter of 
1937. 

In contrast to this, aggregate 
fourth quarter earnings will prob- 
ably show a substantial average rise 
in dollar figures, but a smaller gain 
than in the third quarter after sea- 
sonal factors are weighed. This is 
statistically self-evident, since a 
fourth quarter rise in the seasonally 
adjusted index of quarterly earnings 
equal to that of the third quarter 
would mean profits equal to 80 per 
cent of the 1926 level—and that 
seems out of the question for the 
present. 

On the other hand, it is the dol- 
lars and cents of earnings per share 
that investors and traders are most 
concerned with; and while fourth 
quarter profits may be almost as 
spotty as in the quarter recently 
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ended, for a great many favorably situated companies 
only moderate additional gains in volume are needed to 
double or triple profits. It is readily demonstrable that, 
once the break even point is passed, profits often rise in 
geometric ratio to volume. For example, on a sale gain 
of 4 per cent in the third quarter the profit of Johns- 
Manville Corporation increased more than four-fold or 
from $214,578 in the second quarter to $882,366. 

When business activity is increasing rapidly, skeptics 
are usually surprised at the large earnings gains that 
favored corporations enjoy. Reported earnings, of course, 
are past history. For companies whose current business 
is in line with the general recovery trend the profits 
right now in late October—known only to a few insiders 
—are very considerably higher than the third quarter 
figure or than any month’s profit in the third quarter. 
For instance, third quarter volume averaged 87, in terms 
of the Reserve Board index, but in relation to earnings 
the September index number of 90 is more to the point 
and still closer to current profit trends is the October 
volume of industrial production estimated at 92. If this 
measure of business volume can rise to somewhere be- 
tween 95 and 100 by the end of the year, as many econo- 
mists are now forecasting, the gain in profits per share 
may be quite handsome—at least for enterprises now 
in an upward trend—as it need hardly be said that a 
rise from 90 to 100 in the business index usually means 
far more gain in earnings than can come in the rise 
from 80 to 90. 

As shown by the accompanying table, comparing third 
quarter earnings of a number of representative indus- 
trial companies with earnings of the second quarter and 
of the third quarter last year, any calculation of aggre- 
gate profits for 200 corporations—or any summation of 
the general earnings trend—conceals about as much as 
it reveals. Some companies earned more in the third 
quarter than they did in the generally active third quar- 
ter of last year. Some earned considerably less than a 
year ago but more than in the second quarter, thereby 
indicating at least an up trend. Many others, however, 
earned less—or lost more—-in the third quarter than in 
either the second quarter or the third quarter of last year. 

Note, for example, the marked contrast between build- 
ing materials companies and oils. As judged by third 
quarter results—and no apparent change in the picture 
has occurred—profits of building material manufacturers 
will continue in an up trend as far ahead as can be seen, 
while for oils the trend is down. Yet the latter state- 
ment needs to be qualified, and it may be late in the day 
to get pessimistic on the oils. The profit decline has hit 
the integrated oil companies chiefly, while crude produc- 
ers have done fairly well. Thus, profit of Barnsdall for 
the first nine months of this year was 16 per cent larger 
than a year ago, and that of Texas Pacific Coal & Oil 
was 9 per cent higher. For Plymouth, mainly a producer, 
the profit decline was only 5 per cent and about the same 
for Superior Oil. On the other hand, reflecting weak 
gasoline price structure, the third quarter results indi- 
cate that current profits of integrated units such as 
Phillips, Shell Union, Tide Water and others are prob- 
ably running from 30 to 60 per cent less than a year ago. 
For the industry as a whole fourth quarter results will 
be quite poor, but its troubles are often self-corrective. 
Unfavorable prices usually pull production down to 
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How Leading Companies Fared 
Third Quarter 


Profits Over a Year Ago: 


Procter & Gamble...... 
General Foods........ 
Glenn L. Martin....... 
US. Gypsumc. . <...~. 
National Biscuit... .... 
Corn Products......... 
National Gypsum...... 
Celanese.......... Ne 
ameter... oosscxceus: 
Loose-Wiles.......... 
International Silver. .... 
Bayuk Cigar........... 
National Distillers... ... 


3rd Quar. 
$6,097,510 
4,036,830 
768,000 
1,607,725 
3,662,311 
2 066,488 
355,505 
1,325,098 
477,101 
342,939 
294,713 
434,737 
1,389,351 


2nd Quar. 
$5,254,048 
2,915,351 
744,037 
1,492,871 
2,984,565 
2,123,830 
283,328 
426,050 
223,324 
207,414 
10,276 
320,670 
1,321,130 


in the 


3rd Quar. '37 
$5,044,338 
2,922,351 
492,532 
1,456,307 
3,309,739 
61,154 
199,900 
1,025,208 
430,719 
186,837 
167,897 
314,119 
1,301,461 


Over 2nd Quarter, Under a Year Ago: 


Union Carbide. . . 
Hercules Powder. . 

AU RONG ooo ke sree 
Lone Star Cement... .. 
Shell Union Oil... ... 
Mathieson Alkali... . .. 
Minneapolis Honeywell 
Air Reduction......... 
Caterpillar Tractor. ..... 
Westinghouse Air Brake 
Phillips Petroleum...... 
American Radiator... . . 
Bethlehem Steel. ...... 
National Steel......... 


Under 2nd Quarter and Year Ago: 


Westinghouse Electric... 
General Electric. ...... 
US Stel. cc 2idecre 
Alllis-Chalmers......... 
Commercial Credit... .. 
Underwood-Elliott. .... 
National Cash Register. . 
Tide Water Associated. . 
Standard Brands........ 
Texas Gulf Sulphur... . . 
Union Bag & Paper..... 
Sutherland Paper....... 
Kimberley-Clark....... 
Motor Products........ 
General Motors........ 
(D}—Deficit. 


3rd Quar. 
$5,451,980 
741,501 
12,350,713 
805,585 
3,534,056 
337,408 
576,734 
962,273 
939,487 
4#,555 
3,886,816 
866,589 
446,866 
1,813,997 


3rd Quar. 
$1,712,220 
4,371,300 


(D)5,847,791 


505,160 
2,086,393 
269,299 
224,527 
2,424,200 
1,887,747 
1,558,648 
203,266 
114,985 
300,090 
(D)334,061 
5,367,688 


Qnd Quar. 
$3,721,725 
571,107 
9,877,003 
797,134 
2,922,990 
193,152 
160,317 
888,757 
324,707 
(D)655,420 
3,270,497 
(D)151,103 
150,305 
1,005 863 


2nd Quar. 
$2,469,372 
6,101,217 


(D)5,010,426 


1,475,410 
2,284,737 
371,503 
866,892 
2,742,411 
1,913,259 
1,875,443 
206,986 
196,601 
424,659 
45,360 
24,786,002 


3rd Quar. 37 
$10,013,034 
1,246,811 
22,963,289 
1,206,189 
7,503,291 
416,598 
778,956 
1,990,995 
2,833,000 
1,846,833 
7,134,638 
2,807,687 
9,249,560 
5,227,071 


3rd Quar. '37 
$5,394,728 
13,370,327 
30,617,638 

2,644,588 
3,654,462 
806,836 
827,858 
4,474,735 
2,335,726 
3,145,607 
469,194 
219,162 
471,639 
318,006 
44,412,734 
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Courtesy Union Oil Co. 


Third quarter results are disappointing for most oil companies 
and it will probably be later than the fourth 
quarter before improvement sets in. 


economic levels. When the oil industry looks bad it 
generally is but a few months from a turn, with or with- 
out the help of more effective measures of state or 
Federal control. 

Spurred by public works, but with residential volume 
also sharply higher, the volume of construction contin- 
ues favorable and probably will show less than normal 
seasonal decline from now to the year-end. Prices of 
building materials, taking Department of Labor com- 
posite, are about 6.5 per cent less than a year ago but 
have been in a gradual upward trend from the low 
reached last June. The rise is not fast enough or sharp 
enough to threaten the building revival, but does tend 
to help widen profit margins on materials. Such margins 
appear especially favorable in the case of gypsum, for 
both United States Gypsum and National Gypsum 
earned considerably more in the third quarter than in 
the corresponding period last year. 

Most other building material companies which have 
issued third quarter figures show profits well above the 
level of the second quarter but generally under the third 
quarter of last year. On the average, however, the per- 
centage decline from a year ago is less than for the 
general run of industrial enterprises and the earnings 
trend is definitely favorable. 

Companies earning more than a year ago make up a 
rather curious list. For some of these the advantage is 
probably temporary. For others it can be expected to 
continue. In every case the reasons for gains must be 
studied with care if one is not to be misled. For instance, 
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Corn Products shows $2,066,488 earned in the third 
quarter, against only $61,154 a year ago. This is a strong 
and well managed company, but in recent years its profit 
trend has been far from impressive. Why is it now able 
to show so great a recovery? Examining the factors 
affecting Corn Products, one will note that over the 
past year the biggest change in its affairs has been a 
major decline in the price of corn, its raw material. 
The writer makes no pretense of knowing what the 
price of corn will be over the next few months. Any- 
one who can’t guess this probably would be well ad- 
vised to pass up Corn Products and invest else- 
where. 

Similar reasoning applies to National Biscuit, in that 
the earnings gain shown in the third quarter cannot 
safely be accepted as indicating any permanent change 
in the long-term downtrend of profits evident for some 
years. Helpful cost adjustments, rather than significant 
volume gains, appear to be the answer for National 
Biscuit and others in its competitive field. 

Gain of about one-third in profits of General Foods, 
as compared with third quarter of last year, is especially 
notable. Dollar volume was about equal to a year ago, 
but there was a drop of $1,655,000 in the item “costs, 
depreciation, etc.” This more than accounted for the 
gain in earnings. For some years this company has shown 
fairly consistent earning power and even more consis- 
tent dividend payments. As an income producer, the 
stock is not without attraction—but we merely make the 
point here that gain of more than 34 per cent in profits 
per share from a year ago should not be mistaken for a 
dynamic, continuing upsurge in earning power. It might 
be added that this performance, however, remains far 
superior to that of Standard Brands, for while costs 
were also reduced quite sharply by the latter, sales fell 
off in greater amount. Earnings were not only well 
under a year ago, but likewise lower than in the sec- 
ond quarter. 

Favored by a notably stable physical volume, cost and 
price adjustments have enabled Procter & Gamble to get 
back to virtually its normal satisfactory level of earn- 
ings. In addition to the gypsum companies heretofore 
mentioned, sharp gains over a year ago are shown by 
Celanese and Industrial Rayon and, of course, by the 
aircraft manufacturers. It need hardly be said that 
rayon and aircraft are “dynamic growth” industries 
and that profit gains here are founded on something 
more solid than lower-cost raw materials or other cost 
adjustments. 

Not much guidance can be had from third quarter 
reports from the motor companies. The third quarter 
marked the year’s low in factory output and sales; while 
fourth quarter factory sales will be very sharply higher 
but probably 25 to 30 per cent less than a year ago. On 
the whole, however, there is evidence tending to confirm 
the apparent verdict of the stock market that there is 
nothing the matter with the profit outlook here, assum- 
ing satisfactory gain in sales. Prices of the 1939 cars 
average about 5 per cent lower than on 1938 models but 
are on a par with prices of the 1937 cars. Raw materials, 
which bulk larger in motor costs than the labor factor, 
are down by more than 5 per cent from a year ago. Wage 
rates are the same, but labor costs per unit of output 
probably are lower than a year ago in reflection of in- 
creased efficiency and at (Please turn to page 110) 
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As the Trader Sees Today's 


Market 


Putting the Dow Theory to the Test 


BY FREDERICK kK. DODGE 


Ren must be something about a stock market theory 
which brings out the fanatic in a man. Very few people, 
for example, can treat the Dow Theory as an occasionally 
useful tool without making a religion of it; the majority 
of its devotees will brook no criticism, allow no limita- 
tions to its scope. They “believe in it” and that is that. 
At the risk of aggravating defenders of the faith, how- 
ever, this discussion will be addressed to the pagans who 
wonder if they are overlooking something worthwhile in 
practical application. To them we feel it can be said 
quite fairly that the Dow Theory is as good or as bad as 
the gudgment of the individual who uses it. 

It could not be otherwise. A completely successful 
method of dealing in securities would put an end to all 
trading. We should all be buyers or sellers at the same 
time, depending upon the few who had not yet heard of 


it to stem the avalanche. The automatic signal, widely 
known, would defeat its own purpose. 

Back in the last century Charles H. Dow worked on a 
promising but vague system for forecasting business 
trends by means of rising or falling security prices. Since 
then, whenever hard pressed, proponents of the theory 
named after him have reverted to the defense that it is, 
after all, a business barometer primarily and only inci- 
dentally a stock market guide. This may have been true 
at one time, but “The A B C of Stock Speculation” which 
first attempted to formulate the theory was written in 
1902! Hamilton, who followed Dow, began at about the 
same time to apply the theory directly to the stock mar- 
ket and his book, “The Stock Market Barometer” 
(1922), shows by its title what the principal formulator 
conceived to be the Dow Theory’s sphere of usefulness. 





400 T T 


350; 


300}---- ----— 


250}- 





| DOW- JONES INDUSTRIALS | 
200} - | | 


100 





50}——— 





—_____—__— oe See 
| WEEKLY VOLUME | | 














AOHLALESUAL LARA LLL 


MILLION SHARES 


NOVEMBER 5, 1938 

















| DOW-JONES RAILS | 














7% 











If further proof is needed that the theory must stand 
or fall on its merits as a market indicator, we find the 
publishers of a new book on the subject unaware that it 
has ever been anything else, saying in the jacket blurb: 
“Now for the first time, the famous Dow Theory has 
been applied to business. . . .” 

What is expected of the Theory is that it indicate the 
larger trends in the stock market in a reasonably definite 
and unambiguous way. How well does it work? 

Dow likened the hour to hour fluctuations in the mar- 
ket to the ripples on the surface of the sea, meaningless 
in the large sense and extremely difficult to anticipate. 
The rallies or declines, lasting from a few days to months, 
were to him the waves washing up on the beach. Trading 
for these waves can be very profitable, but their im- 
portant use is as markers to determine the direction of 
the tide—the long swings we think of as bear or bull mar- 
kets. When a wave comes up higher than preceding 
ones, that is encouraging; when after falling back less than 
normally the water comes up in a surge which carries 
past the old high mark onto a new section of the beach, 
there is a good presumption that the tide is on the flow. 
Conversely, a wave which fails to come up to former 
marks is warning that peak tide may have been seen; and 
when the receding movement is followed by a still feebler 
surge, the beginning of an ebb of unknown duration is 
indicated. 

Now, no matter what one’s objective in the stock mar- 
ket, it is fundamentally important that the main direc- 
tion of prices be decided upon first. Sometimes this can 
be done by observing business conditions present and 
prospective, by realizing the strength of the impulse 
which is moving the market. Sometimes stock prices 
themselves give an earlier clue, and a new trend sets in 
without apparent reason. The follower of Dow will 
accept the trend of the averages as conclusive evidence 


of a future trend in business which will justify the 
changed stock prices, but only if his requirements as to 
waves are met. Followers of ninety-nine other methods 
watch for their particular signals, too, convinced they 
have the key. All of them are on the right track in con- 
centrating on the question of major trend, but most of 
them, including Dow followers, are going to be disap- 





pointed, because they are looking for a shortcut to big | 


profits, and there isn’t any such thing. 

Hamilton used the Theory to good advantage when he 
predicted a bear market in October, 1929. The indus- 
trial average was down eighty points when the turn was 
signaled, the rails down over twenty points, and it was 
tempting to wait for a rally before getting out of the mar- 
ket, but a strict interpretation of Dow was highly useful 
here in forbidding delay. Score one for Hamilton and 
Dow. 

But using the same Theory and the same principles of 
interpretation, Hamilton had predicted the end of the 
same bull market over three and a half years previously! 
It is true that at the time of the error Hamilton, a full- 
time student of finance and the market, had spent only 
a quarter of a century in studying the Theory. The in- 
terpreters who have succeeded him, and their name is 
legion, probably feel that with their knowledge they 
could have done better, but as Damon Runyon might 
put it, it’s still six to five either way. 

The Dow man tells you that when the industrial aver- 
age went to 381 in 1929, then fell back to 325, rallied 25 
points and finally dropped below the limit of the previous 
decline, a bear market was indicated. He qualifies this, 
though, by insisting upon eventual confirmation by 
the rails with the same relative action. That is exactly 
what happened in 1929. To indicate the end of the bear 
market and the beginning of the bull market, it would be 
necessary to see a rally, a dip holding above the previous 





300 


250 





200 


15015 





100;— 


50r 















































MILLION SHARES 


72 























THE MAGAZINE OF WALL STREET | 





ify the 
‘Ss as to 
1ethods 
d they 
in con- 
most of 
- disap- | 
to big | 





vhen he 
. indus- 
im was 
| it was 
he mar- 
y useful 
‘on and 


‘iples of 
of the 
viously! 
, a full- 
nt only 
The in- 
name is 
ve they 
n might 


ial aver- 
ullied 25 
previous 
fies this, 
tion by 
_ exactly 
the bear 
vould be 


previous 


ae + 








. STREET 


low, and then another rally exceeding the first. (A 
present exponent of the Theory defines a rally or decline 
as one or more daily movements resulting in a net re- 
versal of direction exceeding 3 per cent of the price level.) 

Let us see what the waves were saying immediately 
after their successful prediction of the end of the bull 
market in 1929. The industrials fell below 200 in Novem- 
ber of that year, then rallied 65 points to 263. Next came 
a dip to 231, holding well above the previous low, fol- 
lowed by a rally which lasted several months and carried 
the industrial average to 294. The rails confirmed this 
action and volume established an upward slope on the 
long rally. We are in no doubt now that it was merely 
a rally in a bear market, but the knowledge does us no 
good now. What would have been our decision at the 
time, if we had been Dow followers? We should prob- 
ably have made the same mistake many of them actu- 
ally did, and have felt confident we were in a new bull 
phase. The reader will also find it illuminating to go 
over the action in 1934, noting the successively lower 
tops and bottoms when the waves seemed to be in no 
doubt as to the direction of the tide. 

It is evidently no simple matter to distinguish be- 
tween an intermediate reaction and a major reversal. 
The movements of just two months ago, in September, 
form a case in point. After the August peak of 145.67, 
rallies reached to 144.07, 143.08, and 139.29. The de- 
clines meanwhile were halting at 136.21, 137.06, 131.82, 
and 129.91—moving lower, with the days of outstanding 
volume those of pronounced selling, and with the rails 
even more bearish in trend. Considerable experience and 
courage were needed when the averages fell below 130 to 
resist the message of the waves that the tide had turned 
again. 

Dow theorists do not attempt to ignore intermediate 
reactions, but have fairly definite limits for them. Some 


say forty to sixty per cent of the preceding move in the 
main direction is the normal expectation; others prefer 
the wider range of one-third to two-thirds. All agree that 
volume is vitally important in identifying the nature of 
a move. An intermediate reaction in a bull market, for 
instance, should ordinarily be accompanied by a taper- 
ing off in transactions, and the dips should fail to gener- 
ate volume as great as the rallies. Furthermore, such 
matters of opinion as the “stage” a bull market is in 
have great weight in determining whether or not a par- 
ticular reaction is the all-important one that marks the 
end of the major movement. 

We have always considered it better to be late in a 
decision and right, than to be early and doubtful; there- 
fore the argument that the Dow Theory misses the tops 
and bottoms by large margins has never impressed us as 
overpowering. Nor does the fact that it induces buying 
on strength and selling on weakness seem one of the 
major drawbacks. It is the room for argument, given 
the Theory and all the pertinent facts of the moment, the 
differences of opinion between trained interpreters, which 
causes us to doubt its practical usefulness in the generally 
accepted form. A little knowledge here can be very 
dangerous, unless it includes familiarity with the errors 
and weak points as well as the obvious possibilities of 
any such theory. 

The Dow Theory has a significance, however, or it 
would not have received so much of our attention in 
this department. Once its implications are realized, the 
trader is in an improved position to understand things 
which might otherwise leave him at a loss. The buying 
coming into the market after a previous top has been 
penetrated—is it from a particular source? Undoubt- 
edly. The Dow Theory has begun to function, and 
while its followers are getting into the market others 
have been planning on their (Please turn to page 108) 
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BY E. K. T. 


Tuesday's election results should be analyzed from 
standpoint of long range rather than immediate effects. 
Granting that the present Democratic organization will 
retain control of Congress, it is important to note how 
many newcomers openly opposed the President and the 
New Deal, how many won through espousal of radical 
schemes. This will show trends of public thought more 
significant than the number of Democratic seats lost. 
More important still will be the number of state and 
local offices captured by Republicans, for only in this 
way can the G O P build up the machinery for a strong 
opposition party. 

After election look for a new flow of news from Wash- 
ington. Ideas, plans, projects, personnel shifts which 
have been held up because of possible political interpre- 
tations will be announced. Some will be trial balloons 
to test reaction, some routine departmental matters, 
others will have business guessing again. 


National defense appears to be the cue to Roosevelt's 
policies for the next year or so. He is laying the public 
opinion groundwork for huge military appropriations. 





WASHINGTON SEES— 


New Deal program shaping around national 
defense. 


Rearmament program spurring business in 
many ways. 


Preparedness a possible excuse for extend- 
ing New Deal controls. 


Foreign policy aimed at maintaining U. S. 
influence in New World. 


“Permanent” farm law due for revision. 
Two-price system a danger to business. 


Wage-hour law effects to show up slowly. 
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Naval and air forces will be greatly enlarged and the 
army will be almost completely mechanized. Plans are 
being rushed. but details have not vet been decided. 
This should mean an armaments boom similar to that 
in Europe in recent years, stimulating many industries 


Defense plans, however, go far beyond mere increased 
size of our military machine. Their most important as- 
pect is the virtual mobilization of industry on a pre- 
paredness basis, not merely for production of war mate- 
rial but to gear the whole business machine to possible 
war requirements. Plans include such things as increas- 
ing electric power capacity and interchange; railroad con- 
solidation or increased coordination; accumulation of re- 
serves of foodstuffs and essential materials: construction 
of superhighways and bridges; training of mechanics: 
more “educational” orders for potential munition plants: 
modernization of factories; plans for controlling national 
distribution of commodities needed by both civilian and 
fighting forces in case of war. How far these plans will 
be translated into action during the coming year re- 
mains to be seen, but certainly a significant start will 
be made. 


Business cooperation for preparedness is already being 
sought and the response is good. Much more will be 
heard about this later. A certain cartelization of indus- 
try may be developed to improve production techniques 
and increase efficiency, stimulated by government or- 
ders and possibly subsidies for plant modernization and 
apprentice training. Standardization of military and 
non-military equipment will be sought as far as possible. 
Some relief from the inefficiencies of price and distribu- 
tion competition may also be promised businesses co- 
operating in the preparedness campaign. 


Motives of preparedness plans are mixed. Roosevelt 
has always been strong for national defense, but this 
personal motive is not the dominant one. World events, 
culminating in the Munich agreement, have convinced 
the administration that military strength is necessary 
to maintain national respect. We are not preparing to 
engage in foreign wars, but are whittling a big stick to 
discourage other powers from treading on our toes in 
any part of the world—particularly in South America. 
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Utility plans for expanding gen- 
erating capacity in key industrial 
centers to meet possible war 
needs have advanced so far that 
representatives of equipment 
manufacturers have been called 
into conference with govern- 
ment and utility executives to 
discuss details of new plants. 


Political aspects of the national 
defense program are not to be 
overlooked. Military expendi- 
tures form a type of pump-prim- 
ing more acceptable to business 
than boondoggling, and also a 
better alibi for continued defi- 
cits or increased taxes. Business 
may be induced to accept a de- 
gree of planned economy if pre- 
paredness is the avowed end. 
Political opposition may be re- 
duced by pleas to patriotism. 
An industrial preparedness pro- 
gram could give Roosevelt an 
opportunity to cooperate with 
business, achieving some of his 
social progress aims and dropping many of his reform 
methods without the appearance of publicly back-track- 
ing; something like this appears to be developing in the 
utility field. 


Wide World Photo 
National defense is cue to Roosevelt policies for next year or so. 


Farm relief plans promise to be the “big story” out of 
Washington during next year or two, second in business 
importance only to the defense program. The present 
A A A act, hailed as the permanent solution to the farm 


problem, is under bitter attack in the farm belt, and 
Sec. Wallace is already talking about new plans. He 


is toying with price-fixing, which he formerly opposed, 
and which would strait-jacket agricultural processing 
and distributing trades. His recent attempts to sub- 
sidize exports were not very successful and conflicted 
with Sec. Hull’s foreign policy. Several new plans 
are being studied, and the farm problem will continue a 
political football. 


German trade agreement with U. S. is an utter impos- 
sibility as long as Germany adheres to her policies of bi- 
lateral agreements, special concessions, barter arrange- 
ments, exchange control, ete., all of which are diametri- 
ally opposed to Sec. Hull’s program. Neither will 
Germany be allowed to horn in on U. S.-British trade 
agreement to make it a three-cornered arrangement. 


“Two-price system" is the current favorite among farm 
plans. Idea is to reduce surpluses by distributing them 
to U. S. needy, both reliefers and low-income families, 
at nominal prices. Is still in formative stage and there 
are innumerable practical difficulties to putting it into 
effect, but it has an appeal which may cause politicians 
to run away with it even though A A A officials dis- 
card it. Relief and social workers are already enthusing, 
though they did not originate the scheme. Without new 
legislation the plan can’t go further than a moderate 
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expansion of the present “buy and give” program of 


Surplus Commodities Corp. 


Food stores and trades distributing agricultural prod- 
ucts would be demoralized if the two-price system is at- 
tempted on a wide scale. Officials are saying it might 
only be an expansion of the present market basket re- 
lief system with established stores giving a discount to 
persons with cards rather than the creation of govern- 
ment distributing stations. But if the idea reaches the 
legislative stage, political influences may expand it to 
many commodities and all low-income families which 
would require a huge bureaucracy to enforce and result 
in bitter class distinctions. The complaint that reliefers 
are living better than wage earners would be much 
accentuated. 


Wage-hour law effects will be felt slowly. Initial reports 
of plants closing rather than pay 25 cents per hour were 
not considered serious nor permanent, but dislocations 
and hardships caused by the inflexibility of the 44-hour 
week were expected to become increasingly evident. 
Complaints of disgruntled employees egged on by labor 
racketeers and shyster lawyers may cause much trouble 
to employers until there are some court decisions as 
precedents. Also lack of authoritative interpretations of 
many terms in the law will require much litigation to 
remove uncertainties. Washington won’t crack down 
where violations are due to misunderstandings, but can’t 
prevent private damage suits. 


Bank control will be tightened as result of shifts in 
Comptroller’s office. Many banks are suspected of loose 
practices. New bank legislation is being discussed but 
may not be ready for action next winter. Need for addi- 
tional capital and credit for small businesses is again 
being studied intensively but (Please turn to page 114) 
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Mobitoi! 


BY CYRUS G. 


S.9 

Hows business?” (Imagine this chat as taking 
place last January among the executives of several large 
companies.) A man from American Can replies: “Ter- 
rible. Worse, in fact, than in 1931. General line sales 
are off badly and prospects for the fruit and vegetable 
packs are anything but rosy. The year is starting very 
poorly.” 

No dissenters were present. The steel man was specific 
with a 60 per cent drop from the previous year; the auto- 
mobile maker was operating at half the former rate. 
The only copper man there foresaw a complete shutdown 
of his mines. Railroad equipment? “Well,” with a wry 
smile, 
in the vear.” 
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V. WHITE 


Then they remembered that the first speaker had been 
very vague. “Just how bad is your business? Ours is 
off anywhere from fifty to close to a hundred per cent; 
not one of us breaking even. How do you compare 
with that?” 

The moment was an embarrassing one for the gentle- 
man from American Can, but he had been cornered. 
“Right now,” he admitted, “sales are down perhaps five 
per cent.” Someone moved that he be expelled from the 
circle of commiserators. “But unless we get a turn in 
general conditions, the drop may reach double that be- 
fore the end of the year.” The motion to expel was sec- 
onded. He made a last plea for leniency. “We'll be 
lucky to do more than cover our usual four dollars a share 
dividend on the common.” The expulsion vote was 
unanimous on the grounds that no one who knew as 
little as that about a depression was entitled to a place 
among the mourners. 

Conditions have changed a great deal for each of those 
men since they talked things over at the beginning of 
the year, and there is no doubt that the improvement 
has been widest in general for those who were the worst 
off at the time. American Can, because it had less to 
fear from the slump, has relatively less to gain from the 
recovery. Earnings estimates heyve been moved up from 
a scant four dollars for the year to a full five dollars, but 
such changes are picayune compared to the question 
facing so many enterprises—will they manage to break 
even? 

In the last depression, American Can underwent its 
first full test since becoming big business. You could 
have bought the common stock in 1932 at 295%, and the 
dividends alone from that year to this would have 
amounted to $31 a share. The smallest payment in any 
year was $4, the lowest profit $3.26. Average earnings 
in the five years 1930 to 1934 were $5.64 on the common 
stock, $26.57 on the preferred. And that was the greatest 
depression in history! 

The secret of the remarkable record, of course, lies in 
the continuing long-term growth of the industry. With- 
out detracting from the management, which has been 
most effective and progressive in its policies, it should be 
noted that can production in the United States suffered 
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only a slight dip in the years following 1929 and rose 
steadily to a high last year 60 per cent above its former 
all-time peak. The comparable index of industrial pro- 
duction has never approached 1929 levels for a subse- 
quent full year. 

A Paris chef of the eighteenth century gets the credit 
for the first success in preserving food in sealed con- 
tainers, Pasteur scores an assist for his discoveries on 
fermentation, but it needed a civil war to start the can- 
ning business in this country toward its present levels. 
Progress was slow and methods crude for decades, though, 
and not much of an industry was visible when American 
Can was formed in 1901. The next big impetus to the 
business came in the shape of the World War, with the 
Government buying tremendous quantities of canned 
goods, then apparently dealing a body blow by dumping 
its supplies at the close of the war. As it turned out, 
this was the ideal means of familiarizing the public with 
the possibilities of the can-opener; from that time the 
disappearance of poisoning complexes was rapid and 
complete. 

Significantly, American Can first caught up on its 
preferred dividends in 1917, and because talk of wars has 
been so widespread in the recent past, with the future 
uncertain, the events of twenty years ago have a direct 
bearing on the attractivenes of the common stock as an 
investment today. Is it a war hedge? 

The complicating factors are well recognized. Limita- 
tion of all profits directly or indirectly resulting from 
military purchases is a real possibility. Shipments to 
either belligerents or neutrals will depend upon neutrality 
legislation and Government regulation. Obsta- 
cles not now foreseen may change the whole 
situation. But if any large industrials are war 


uptrend from a low point somewhere earlier in the year. 

A good half of the company’s business is in packers’ 
cans, and conditions there respond to divergent infiu- 
ences of their own. Luckily, American Can is able to 
fall back on the law of averages, disappointments in the 
fruit pack being offset to a degree by vegetable can- 
ning somewhat better than had been expected. Packers’ 
cans have nevertheless been moving in smaller volume 
than a year ago by at least five per cent. 

“General line” cans is the cryptic term used to describe 
all the metal containers for such non-perishable articles 
as paint, tobacco, candies, drugs, coffee, oil, toilet articles 
and so on. Demand for cans in this broad classification 
is the direct result of consumer purchasing, as distin- 
guished from weather conditions and carryover in pack- 
ers’ cans. The point is made because the apparently 
successful efforts to revive purchasing power among the 
lower income groups will affect consumption of general 
line cans vitally. The division has fallen off, despite 
somewhat higher prices, but the decrease in gross is mod- 
erate and the trend has given every sign of turning. 

Sales of beer cans have likewise been running lower, 
despite high hopes that this was to be a growing propo- 
sition for years. After the first inroads upon the bottle 
as a beer container, it was inevitable that some sort of 
stability should be attained and that fluctuations in the 
volume of beer can production should coincide with 
those in actual consumption of the brew. The can is 
evidently not going to put the bottle out of the picture, 
and will have to be content with its share of the market. 

It goes without saying that American Can has been 








hedges, then American Can is, and it ranks far 
ahead of the average. Because of the very size 
of the business now it cannot be expected to sky- 
rocket as it did in the last war, yet dependence 
upon what the company has to supply is un- 
doubtedly greater now than then. It is not 
generally realized that American Can is one of 
the largest machinery makers in the country, 
larger than many well-known companies special- 
izing in the field. Also, its sixty-seven factories 
scattered throughout the country endear it to 
the War Department, searching for potential 
suppliers who cannot be put out of business by a 
single bombing raid and for factories not at the 
mercy of transportation bottlenecks. 

The actual increase in Can’s gross would 
probably be greater in the next war than in the 
last one, although not the percentage; as for net 
earnings, who can tell? Given the right to a 
legitimate profit on wartime business, the answer 
might be surprisingly favorable. 

The peacetime outlook is more immediately 
pertinent, though. With earnings of $6.08 per 
share shown on the common for last year, the 
absence of interim reports makes current year 
profits difficult to gauge. Best estimates at pres- 
ent are for a shade better than $5, possibly a 
good deal better if all goes very well. Thus, earn- 
ings for 1938 will be considerably lower than 
in 1937, but actually they will represent an 
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Photos in this article courtesy American Can Co. 


Filling and sealing milk in Canco fibre containers on a machine 
manufactured by American Can. 
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American Can's new modern factory at Houston, Texas. 


working on new products and new uses for its familiar 
products. A major example is the fibre milk container. 
The day can be visualized when metal containers will 
be curiosities (this is not a prediction, merely a possi- 
bility), and when some such substance as paper will 
combine al] the strength and durability of the tin can 
with exclusive advantages of its own. When and if that 
day comes, rest assured that American Can will have a 
good competitive product, the result of long study of 
the subject, practical experience, and unquestionable 
technical skill. Fibre milk containers are being produced 
today about as rapidly as the existing machinery will 
permit, and although the division is unimportant as yet, 
it constitutes evidence of that peering ahead which is 
a most invaluable quality in any management. 

Many other avenues are being explored. Competitors 
have brought out a soft drink can, but the higher pres- 
sures involved here than in beer cans have given Ameri- 


can a problem which it does not 
consider solved. The company 
is making an effort to broaden 
the scope of fruit juices which 
may be stocked on the grocer’s 
shelves along with tomato juice 
and grapefruit juice. Perhaps 
grape juice can be popularized 
in this way. The public learned 
to buy tomato juice in cans and 
now balks at bottles. Once the 
initial prejudice is overcome 
there seems to be no reason why 
more and more of these liquids 
should not be economically and 
efficiently merchandised out of 
tin rather than glass. 

It is probably unnecessary to 
go deeply into the subject of 
can versus bottle, for the two 
simple reasons that each has its 
advantages and there is more to 
be gained by exploring new mar- 
kets than by fighting for small 
fractions of the old. The impor- 
tant competition is not between American Can and the 
bottle makers, but between the leading company and 
its can-making rivals. Here there is room for wide dif- 
ference of opinion. Some consider size a handicap, as 
indeed it may be under certain conditions. The company 
under discussion, though, is decidedly not a mammoth 
as companies go today; it is a big and healthy frog in a 
rather small but growing puddle. It signed a contract 
in 1936 with Carnegie-Illinois, a U. S. Steel subsidiary, 
for 65 per cent of its tin-plate requirements for five years, 
the minimum annual consumption being set at 10,500,000 
base boxes annually. This minimum is equal to 57 per 
cent of Carnegie-[llinois capacity, and since prices are 
subject to quantity discounts, you may well imagine 
that no competitor is likely to do better on tin-plate. 

Unfair competition and price cutting are not charac- 
teristic of the industry, which is typically a large scale 
one, with modest profit margins under the best of con- 








AMERICAN CAN’S RECORD OF FINANCIAL STRENGTH 
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ditions. New capital in the large 
amounts necessary would hardly 
be attracted to a field in which 
operating efficiency and _ techni- 
cal experience must be backed up 
by close trade contacts. Manu- 
facturers of products packed in 
cans have tried building their 
own can factories; and American 
Can has upon occasion bought 
these factories from the manu- 
facturers and run them in such 
fashion that cans could be sold 
to the former owners cheaper 
than they had been able to make 
them. 

Sales last year increased close 
to 10 per cent over the year be- 
fore, but the percentage carried 
through to net income fell from 
above 10 per cent to less than 
9.6 per cent. The net figure of 
$17,928,000, however, was after 
deduction of a penalty tax on 
undistributed income in the sum 
of $975,000, without which profit 
margins would have held above 
the 10 per cent mark. Deprecia- 
tion charges were also heavier 
than in the previous year by 
about $425,000 and labor rate increases in factories 
amounted to slightly over $2,000,000. Taxes of all kinds 
for the year were equal to $3.28 per share of common, 
against $2.59 per share in 1936. 

Net working capital has remained within striking dis- 
tance of $40,000,000 for many years. During the last dec- 
ade, however, as shown in the accompanying chart, the 
composition of working capital has changed radically, 
with cash shrinking and inventories growing. Also, an 
unusual occurrence, $9,000,000 in bank loans remained 
among the liabilities at the close of 1937, and inven- 
tories were more than equal to net working capital. The 
low level of cash on hand and the more than offsetting 
bank loans are sufficient explanation of the company’s 
preference for a large penalty tax last year rather than 
complete disbursement of earnings. Provided inven- 
tories have been worked down in the current year and 
accounts receivable have fallen off somewhat, both of 
which seem quite probable, cash position shown in the 
next balance sheet will be much more comfortable. In 
view of the growth in the company’s business, however, 
the chances are that a larger working capital than the 
$40,000,000 adhered to in the past will be found advis- 
able. In that case, dividends are likely to remain at 
their present $4 annual rate for a time regardless of 
higher earnings. 

Profit margins should remain fairly stable and volume 
should improve gradually. The company has an inher- 
ently sound capital structure, the 2,473,998 shares of 
common stock being preceded only by 412,333 shares 
of 7 per cent cumulative non-callable preferred. Short- 
term fluctuations in earning power are without threat 
to its solvency, as has been demonstrated in previous 
years. While the major trend of the industry remains 
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favorable American Can has little to fear from the ups 
and downs of the volatile heavy industries. 

The fundamental risks include the possibility of new 
inventions which would make its plant obsolete, a strong 
trend away from cans and toward glass or toward frozen 
foods, and new competition in its own line. Intense and 
highly competent research work speaks well for the com- 
pany’s prospects of sharing in new processes, whether 
in metal or paper, and the situation as regards compe- 
tition within the industry has already been discussed. 
One disadvantage, of course, is that the period of mush- 
room growth in the use of cans has passed, and while 
it may be premature to consider saturation points, the 
dynamic possibilities of the can are admittedly limited. 

Many fundamental advantages can be enumerated: a 
diversified demand protecting against wide or sudden 
fluctuations, steady profit margins, impregnable trade 
position, size and financial strength, buying advantages, 
sponsorship, geographical diversification, a record of 
aggressive development together with the engineering 
facilities and personnel to uphold it, and relatively small 
labor costs for the size of the business. 

Setting the advantages off against the risks, it is not 
surprising to find the market placing a high rating on 
the stock. At current prices one pays seventeen times 
last year’s earnings or perhaps twenty times this year’s 
for an issue not likely to be the beneficiary of any sud- 
den surge in its earnings. The buyers have an eye toward 
the fairly secure dividend yielding close to 4 per cent, 
but are likely to give more weight to the long-pull results 
of a growth curve which may continue for many years. 
Can is not immune to all the shocks of the market, as 
was demonstrated in 1932, but its customarily high ratio 
of market price to earnings (Please turn to page 112) 
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Air Transport 


Approaches the Pay Point 


Passenger Revenue Increasing 


BY HOWARD MINGOS 


Wars the recent hurricane wrecked all surface trans- 
port in New England the air lines flew 7,000 passengers, 
86,000 pounds of express, 17,000 pounds of air mail, 200,- 
000 pounds of railway mail and several tons of medical 
supplies between New York and Boston in a single week. 

American Air Lines reports that more than 100,000 
persons went through one of their planes exhibited at 
the Michigan State Fair. United Air Lines finds that 
90 per cent of its passengers fly on business primarily, 
whereas a few years ago air travel was largely emer- 
gency. Eastern Air Lines has increased its passengers 
27 per cent and its revenue plane mileage 80 per cent 
over last year. Those facts show a rapidly growing pub- 
lic interest in air transport, one of the reasons why so 
many investment houses, among other organizations 
with capital, are now investigating this business from 
the profits angle. They want to know if air transport 
will be profitable, and when. They wave aside the 
question of general economic conditions on the prin- 
ciple that nothing is depression-proof, and admitting that 
slack times cut down revenues, inquire specifically as to 
whether air transport should prove a good investment 
under normal conditions. The answer is yes. 

Many recent developments have placed the air lines 
in a very hopeful light. One of the most important is 
the Civil Aeronautics Authority set up by Congress to 


function in aviation as the Interstate Commerce Com- 
mission does with the railroads. 

The C A A promises to do well by air transport. Its 
present official program is to study the financial troubles 
of the lines and determine a basis of mail compensation 
that will pay reasonable profits. It also should simplify 
the Federal regulations and develop a workable uniform 
accounting system. With its help the management of 
the lines should be able to keep in the black. Equally im- 
portant, the C A A already has encouraged the opera- 
tors to get together on a mutual safety program in- 
cluding less dangerous winter schedules with less speed 
in bad weather. Briefly, the lines want higher mail pay 
and improved Federal aids to flying that will reduce 
overhead and develop safety at the same time. They 
probably will get what they are after. 

More than any other factor, elimination of bad acci- 
dents will tend to increase traffic and profits; and the 
fact that traffic is growing may be traced to decreased 
accidents. In eight years the safety record has grown 
from four million to twelve million miles of flying per 
fatal accident. One can buy a $5,000 trip insurance pol- 
icy for 25 cents—the same rate that applies to railroads. 

Equally encouraging is the fact that every improve- 
ment in equipment and operations develops safety and 
reduces overhead; and the industry has been perform- 
ing miracles. Engines and propellers are 
more efficient and less expensive for the 





Leading Air Transport Companies 


Earnings 
Annual Interim 

Company 1936 1937 1937 1938 
American Air Lines... .. 0.02 d0.32 io ee 
Eastern AirLines............. 0.44 0.47 0.33se9 
Pan American Airways....... 0.70 OOF?  eissacic | eRe 
Transcontinental & Western Air 0.32 d1.16 d0.59je6 d1,12je6 
United Air Lines. . 0.26 d0.52 d0.31je6 d0.63je6 
Western Air Express... .... 0.23 MOSRS. & Teestasss 0? JT axkiecu: 


d—Deficit. je6—Six months ending June 30. se9—Nine months ending September 36. 


Note X—Over the counter market. Recent price—Bid, 9; asked, 914. 


work they do. New engines developed 

by both Pratt & Whitney and Wright 

Aeronautical have a vast reserve power 

1938 in normal operations, so that the life of 
Price Range the motor is lengthened. United Air- 


—. ae craft’s Hamilton Standard propeller di- 
sie vision has perfected a new method of 

Ctets %) measuring the vibration stresses of pro- 
19% 11% pellers, contributing much to safe oper- 
10% ‘ ation of the power plant. The new 
12 5 Sperry-RCA direction finder operates 
4% 17%, automatically and continuously guides 1 


plane on a true course. The United Air 
Lines-Western Electric absolute alti- 
meter tells the pilot exactly how far he 
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is over the surface or any other 

obstruction, thus letting him fly 
high enough for safety. The old 
altimeters registered only height 
above sea level. Those improve- 
ments, among others, should 
prevent accidents and promote 
popularity of air travel. 

Feeder lines promise to bring 
increased traffic to the trunkline 
systems. One feeder line, al- 
ready in operation, is bringing 
an increasing amount of busi- 
ness to one of the main lines 
every month. Several feeders 
are in the project stage. In some 
‘ases communities are demand- 
ing that feeder line service be 
subsidized by the Government 
until it becomes self-supporting. 
Development of feeder lines 
throughout the country is be- 
lieved to be inevitable; and they 
will be a source of increasing 
revenue to the main lines. Trav- 
elers to or from thousands of 
smaller towns like to buy one ticket and make a trip with 
as little change as possible. The tendency has been for 
them to use surface transport all the way. When they 
‘an buy one air ticket and fly all the way by making 
only one transfer, the number of passengers should de- 
velop amazingly. 

Feeder lines should prove an economic boon to the 
main lines in other ways. They will operate the shorter 
hauls and the big lines can save the overhead expense 
now involved in making many station stops. The 
feeders will be able to use the obsolescent equipment 
which the lines now have to write off at a certain rate of 
depreciation. Money can be saved there. 

The larger lines have in prospect the possibility that 
they soon shall be able to operate several planes on the 
same schedules, as they now do in holiday rushes and 
emergencies. Up to a certain point, as yet unapproached 
in air line traffic, the same surface facilities and ground 
personnel must be used for one ship to a schedule as 
would be required for several departures. The more 
traffic carried on a schedule the lower will be the over- 
head cost per passenger or pound of express. 

A point of argument is whether the traffic increase 
should require still larger transport planes or more of 
the present size. In some instances long distance non- 
stop schedules will require larger ships, provided they 
can be operated for less cost per passenger seat. But in 
general the operators believe their present equipment is 
large enough to accomodate traffic for the next two or 
three years. 

That, of course, applies to transcontinental and other 
overland operations in the United States. But even 
those operators now favoring the present size of land 
planes agree that improved business conditions may 
boost the traffic volume past all reckoning, in which 
event still larger transports may be necessary. The 
larger the plane the lower the operating cost per pas- 
senger seat, provided all seats are filled. During the 
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Newark Airport, the largest and busiest center of commercial air traffic in the East. 


first six months of 1938, according to Government re- 
ports, all the domestic lines combined sold an average 
of about 57 per cent of their available passenger seat 
mileage. Some of the routes, however, operated at near 
capacity, while others fell far below the average. That 
is why some of the leaders intend to limit equipment to 
its present size for the immediate future. 

In view of this situation the problem of equipment 
costs is nearer solution, because it approaches standard- 
ization, with resultant reduction in initial costs. 

In overseas transport the reverse is true. Small flying 
boats cannot carry paying loads because they must 
‘arry too much fuel on the long non-stop flights. The 
larger the flying boat the more efficient it is from the 
viewpoint of profitable operations. During the next year 
the public will hear a great deal about the new 40-pas- 
senger transocean ships which should be in operation 
by that time. These ships will be followed by stil! 
larger craft. Designs already completed call for 106- 
passenger planes for transocean service. 

Other important developments are under way, notably 
transports engineered for substratosphere operations. 
That advance in flying may have some influence on prof- 
its in four or five years. 

As for the near future, the operators are encouraged 
by the increase in passenger revenues as compared to air 
mail payments. Sixty-one cents from their revenue 
dollar now comes from passenger traffic, 3 cents from 
express and the remaining 36 cents from air mail. That 
indicates that the lines are gradually becoming inde- 
pendent of the politics which has wrapped itself around 
air mail contracts from the beginning. 

How do the air lines spend their money? Out of each 
dollar, they spend 36 cents on salaries and wages, 12 cents 
for fuel, 7 cents for materials, 15 cents for depreciation, 
6 cents on advertising, 3 cents on taxes and the rest for 
miscellaneous items, including experimental and devel- 
opment work and plant (Please turn to page 114) 











Revolutionary changes have taken place in the Steel 


Industry. Competition is sharp, prices have been 


reduced, labor costs high but volume is rising and— 


Trend of Steel Profits Is Up 


BY GEORGE W. MATHIS 


| have been occasions in the past when the drama- 
tization of a change for the better in the steel industry 
—and especially in the affairs of United States Steel— 
has inspired speculative and investment confidence with 
electric swiftness. One such occasion was in October, 
1923, when, in a setting of general pessimism, an unex- 
pectedly good income statement by Big Steel turned a 
reactionary stock market around in its tracks. At other 
times a change for the worse in steel often had oppo- 
site results. 

In recent months the shifting trend of events in the 
industry has been the cause of much uneasiness. Early 
in the summer there was the bombshell of a sharp price 
cut and a far-reaching revision of the basing-point price 
system, both initiated by United States Steel with the 
unstated, but apparent, motive of countering New Deal 
objection to rigid steel prices and to the basing-point 
system. There was additional secret price cutting during 
most of the third quarter, culminating in an open price 
war which was tacitly called off in mid-October—with 
restoration of the official price schedules of June—when 
it became clear that the biggest producers would meet 
every concession, no matter how great the damage to 
profits. 


High Wage Costs 


Nor was the matter of price the whole cause of uneasi- 
ness. Hourly wage rates were—and are—at a record 
high. There was an insistent question whether wage 
costs would be cut to reduce deficits. Moreover, there 
was—and is—much competitive bitterness in the indus- 
try dating back to that earlier bombshell exploded by 
Big Steel when it recognized the C. I. O.—“surrendered 
to Lewis,” as the independents viewed it—and thus left 
its more important competitors to fight the union battle. 
Finally, the physical set-up in steel had steadily become 
more competitive as all major companies built new roll- 
ing mills in a struggle to capture more of the dynamically 
enlarged market for light steels—the sheet and strip so 
extensively used in automobiles and other durable con- 
sumer goods. This physical transformation, paralleling 
transformation in consuming channels, has involved 
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plant betterment expenditures of $850,000,000 by the 
industry over the past five years, and has not yet ended. 
On the one hand, companies formerly regarded as “heavy 
steels” are continuing construction programs aimed at 
bolstering their positions in light steel products. On the 
other hand, some “light steel” companies—for instance 
National Steel—are rounding out product diversification 
with the aim of competing for business in heavy steels. 


Profitless Prosperity? 


Such was the background out of which arose grave 
and widespread doubt as to the profit outlook. When- 
ever steel shares lagged in the bull market the explana- 
tion of “profitless prosperity” was trotted out. Volume 
was rising, but could earnings show a satisfactory recov- 
ery? Supposedly reputable and experienced observers, 
in and out of the industry, voiced pessimism and alarm. 
It was asserted that “pay points” for all steels had been 
radically raised. For United States Steel the conjecture 
was advanced that the break-even point had been 
pushed up from around 40 per cent of capacity to some- 
where between 50 and 60 per cent of capacity. 

Because of “off the record” price cutting during much 
of the third quarter, the steel company income state- 
ments now coming to hand do not completely answer 
all questions as to the profit outlook for the fourth quar- 
ter nor as to the earnings that might reasonably be 
expected if operations approach a more satisfactory level 
next year—but the third quarter reports do reveal that 
pessimism over the status and trend of steel profits has 
been greatly out of line with the realities. The showing 
under adverse conditions, in short, is much better than 
had been generally expected. 

There are two basic reasons why gloomy forecasts of 
how the leading companies fared in the third quarter 
proved wide of the mark. In the first place, volume is 
still the most vital of the variables relating to steel earn- 
ings, and volume was in an uptrend over the period. In 
the second place, as measured by composite price of 
finished steels, the official price structure prevailing dur- 
ing the third quarter, and in effect today, represented a 
cancellation of only part of the abnormally sharp mark- 
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up made in 1937 — leaving the 
price average above that of 1936 
and, indeed, above that of 1928- 
1929. 

The record of United States 
Steel over a long period of years 
has shown a remarkably consis- 
tent relationship between vol- 
ume and net income and the 
third quarter conditions changed 
this relationship in surprisingly 
small degree. Over the years 
Big Steel’s share of the total 
market has at times declined 
and at times increased; it has 
seen great shifts in demand from 
heavy to light steels; it has had 
to shorten working hours of 
labor drastically and to mect 
tremendously increased hourly 
wages—but up through the first 
half of this year all factors tend- 
ing to raise its pay point had 
been offset within a reasonable 
time by adjustments of one kind 
or another tending to maintain 
a fairly normal break even point 
right around 40 per cent of ca- 
pacity. Third quarter loss of 
$5,848,000 on operations averag- 
ing 34.6 per cent of finished steel 
‘apacity indicates present break even point at about 
43 per cent of capacity. Operations at this writing are 
at 47 per cent, which means that the company is now 
on the profit side. 

As a matter of fact, prior to the June price cut—and 
despite high wage rates—Big Steel had managed to cut 
its pay point slightly under the past normal level, due 
partly to increased efficiency resulting from new equip- 
ment built over the past several years and partly to 
considerably higher prices in 1936 and 19387. For ex- 
ample, on operations of 40.6 per cent of capacity in the 
fourth quarter of last year it had earnings of $4,578,000, 
indicating pay point probably under 39 per cent of ca- 
pacity. In the first quarter of this year there was a loss 
of $1,292,000 on an operating rate of 35.5 per cent of 
capacity, whereas in the past with average break even 
level at about 40 per cent this loss would have been 
fully double the $1,292,000 figure. 

It is not possible to conclude that 43 per cent is now 
the normal, continuing break-even point for United 
States Steel. As far ahead as can be seen it will prob- 
ably not be more than that, but it might prove in time 
to be less. For one thing, buying of steel by the motor 
industry in the third quarter was almost non-existent, 
so that neither Big Steel nor its leading competitors 
could derive normal benefit from the new sheet-rolling 
facilities on which so much emphasis has been concen- 
trated over the past several years. On the other side of 
the picture, only a test of time can reveal the actual de- 
gree by which last summer’s revision of the basing-point 
price system has tended—or will tend—to strengthen 
the competitive standing of United States Steel. 

It was the consensus of informed opinion when the 


Courtesy Republic Steel Corp. 
Six of the finishing stands of Republic's new continuous hot strip mill in Cleveland. 
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June price changes were made that various smaller 
manufacturers would be hurt; that a few strategically 
located independents—for instance, Inland Steel—would 
not be materially affected; but that in general there 
would be benefit for the companies with the most numer- 
ous efficient plants located near the chief consuming 
centers: that is, United States Steel and Bethlehem. 
Indications to date support this view, but the test has 
been over too short a period to support any very firm 
conviction as to the longer competitive shifts that may 
flow out of the existing basing-point system. 

Statistics can be made to show that United States 
Steel was making competitive gains even before its bas- 
ing-point revision last June, but they are subject to 
considerable misinterpretation—even though it is prob- 
ably true in a general way that the company is getting 
at least a moderately enlarged share of the total avail- 
able business, thus reversing a trend of many years’ 
standing in which Big Steel’s percentage of the total 
market declined and that of the more successful inde- 
pendents increased. It is true that in 1935 the company’s 
shipments of finished steel amounted to 33.2 per cent of 
the industry's aggregate volume and that by last year 
its share had increased to 37.3 per cent. But by a simi- 
lar calculation one finds that Bethlehem’s share of the 
total in 1935 was 11.4 per cent and last year was approxi- 
mately 14.6 per cent—relatively, a bigger gain than that 
of Big Steel. 

A big part of the explanation of these apparent com- 
petitive gains, however, is that in 1935—and, indeed, 
through 1936—opcrations of United States Steel and 
Bethlehem averaged a much smaller percentage of their 
capacities than was the case (Please turn to page 112) 
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Companies With 


Growing Profit Margins 


Selected by THE MAGAZINE OF WALL STREET STAFF 


Gaylord Container Corp. 


Organized about a year ago for the purpose of con- 
solidating an established group of smaller units, Gaylord 
Container Corp. promises to become an increasingly 
important factor in its field. The company engages in 
the manufacture of corrugated and solid fibre shipping 
containers, packing materials, paper bags and sacks, dry 
and paraffined folding containers, as well as a number of 
by-products including turpentine and _ liquid rosin. 
Demand for the company’s products rests on an exceed- 
ingly broad foundation, countless products, particularly 
those of the type entering into consumer goods chan- 
nels, being shipped and sold in paper containers. Prin- 
cipal plants of the company are located in the south, in 
close proximity to important sources of raw materials, a 
circumstance which permits low cost production. 

The nature of the company’s business is such that it 
is likely to be unusually sensitive to conditions in busi- 
ness and industry as a whole. Moreover, the fact that 
the productive capacity of the paper container industry 
is substantially in excess of normal demand makes for 
exceedingly keen competitive conditions. With declin- 
ing business such as experienced during the past six 
months, this condition tends to exert pressure on prices, 
with a corresponding adverse effect on profit margins. 
Recently, however, shipments of paper containers have 
recorded encouraging increase and prices have firmed. 
With the benefit of a further upturn in demand, higher 
prices could doubtless be supported without difficulty. 

Capitalization of Gaylord Container is simple, consist- 
ing of 100,000 shares of $2.75 preferred stock and 539,- 
221 shares of common stock. The preferred is con- 
vertible into two shares of common. Financial position 
at the close of 1937 was entirely satisfactory, cash alone 
of $2,500,000 being more than double all current 
liabilities. 

In 1937, the company reported net income of $1,765,- 
235, or the equivalent of $2.76 per share for the common 
stock, after preferred dividends. On the same basis, 
profits in the previous year were equal to $1.89 per share. 
Reflecting, however, the sharp falling off in shipments 
in the first six months of the current year, net totaled 
only $540,268 or the equivalent of 68 cents per share 
for the common stock after preferred dividends. Results 
in the final half promise to show some improvement and 
for the full year earnings should be sufficient to pro- 
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vide an ample margin for the present $1.00 dividend. 

Recently quoted around 19 to yield better than 5 per 
cent, the shares combine a reasonably secure income 
return with interesting possibilities for price appreciation. 


Goodyear 
Tire & Rubber Co. 


Profits of the Goodyear Tire 
& Rubber Co. in the last half 
of the current year promise 
to record a substantial gain, 
sufficient, in fact, to permit 
the company to show larger 
per-share earnings than in 
1937. Several factors com- 
bine to make this showing 
possible. Recovery in crude 
rubber prices will obviate the 
necessity of heavy inventory write-offs which cut severely 
into 1937 earnings; demand for tires will be given con- 
siderable impetus by rising replacement sales and sub- 
stantially increased takings by the automobile industry; 
tire prices have been advanced on the average of 5 per 
cent, and with the company heavily supplied with low- 
cost inventories, the higher prices will in all probability 
be carried in full to net income. 

Goodyear Tire & Rubber Co. is the world’s largest 
manufacturer of rubber products, although the bulk of 
the company’s sales and earnings is contributed by tires 
and tubes. The company’s past record has displayed 
the volatility characteristic of the rubber industry, reflect- 
ing chiefly the wide fluctuations in the price of the prin- 
cipal raw material—crude rubber. Last year, for example, 
notwithstanding the fact that sales increased about 
$30,000,000, profits declined about $3,600,000 to $7,257,- 
287, or the equivalent of $1.94 per share on the 2,059,061 
shares of common stock. In the previous year, earnings 
were equal to $3.68 a share for the common. In 1937, 
however, the company was forced to write off $10,342,- 
743 to adjust the value of its inventories to the severe 
slump in the price of crude rubber. In the first six 
months of the current year net amounted to $1,669,828 
or the equivalent of 2 cents a share for the common stock 
after fixed charges and preferred dividends, compared 
with $8,068,352 or $3.18 a share a vear ago. 
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Viewing the shares strictly as a speculative venture 
and based on the assumption that the recovery in gen- 
eral business, and the automobile industry specifically, 
will carry through with increasing vigor into 1939, the 
shares, recently quoted around 32, are likely to prove ¢ 
profitable speculative commitment. 


Best & Co., Inc. 


Among large retailing or- 
ganizations, Best & Co.’s ree- 
ord has been outstanding. 
The company has _ never 
shown a loss since it was in- 
corporated in 1924 and sales, 
even in the worst depression 
year, 1932, exceeded $11,000,- 
000. Stockholders have re- 
ceived dividends in each year. 
The fact that the company is 
modestly capitalized has un- 
doubtedly helped to make this showing possible, but to 
a greater extent its consistent earning power reflects no 
small measure of credit upon the skillful merchandising 
policies which have been adopted. 

In addition to its principal store, located in the Fifth 
Avenue shopping district in New York City, small 
branch units are operated in selected suburban com- 
munities and populous resorts. The stores specialize 
in men’s, women’s and children’s wearing apparel, jew- 
elry, costume accessories and various novelties and 
specialties. 

Net sales in the fiscal year ended January 31, 1938, 
were the largest in the company’s history. ‘Total of 
$16,192,599 was 8.3 per cent higher than in the previous 
fiscal period. For each $1 of sales, the company saved 
11.4 cents for net operating income, which compared 
with 12.5 cents in the 1937 fiscal period and 3.6 cents 
in 1932. Due chiefly to somewhat higher costs, net 
profit in the most recent fiscal period was equivalent to 
$4.02 per share, comparing with $4.21 a share for the 
common stock in the fiscal year ended January 31, 
1937. 

In addition to the 300,000 shares of capital stock out- 
standing, there are 3,456 shares of $6 preferred stock 
and a mortgage of $500,000. Financial position is excel- 
lent. Thus far this year dividends have totaled $1.83 
a share, the most recent payment having been made at 
the rate of 40 cents per share. The company does not 
issue interim reports, but retail trade in the New York 
area has recently shown encouraging improvement and 
in view of the company’s demonstrated ability in the 
past to do better than the average, it is not unlikely that 
earnings in the current fiscal period may be upwards of 
$3 a share. Specializing in the type of merchandise in 
which the well-to-do visitor to the World’s Fair next 
year is Ikely to be most interested in, Best & Co. would 
appear to be in an excellent position to “cash in” on 
that event. Although at recent Jevels around 55, the 
shares are selling at their 1938 high, they possess 
sufficient investment appeal, together with possibilities 
for price appreciation, to justify their purchase. 
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Bower Roller Bearing Co. 


Prior to the current year, 
earnings of Bower Roller 
Bearing Co., one of the lead- 
ing manufacturers of roller 
bearings, had recorded sub- 
stantial gains. Net last year 
was the largest in the com- 
pany’s history. Applied to 
the 300,000 shares of capital 
stock, comprising the entire 
capitalization, profits in 1937 
were equivalent to $4.06 per 
share, comparing with $3.56 per share in 1936 and $2.80 
a share in 1935. Even in 1932, at the depths of the 
depression, the company was able to show net profits of 
nearly $160,000 and paid $107,869 in cash dividends. 
Last year, total dividends amounted to $3.00 a share 
but faced with a sharp slump in orders, due principally 
to declining automobile production, no action was taken 
this year on the dividend normally paid in June. A 50- 
cent dividend was paid in March. 

Although among the company’s customers are included 
a considerable number of industrial organizations, the 
automobile industry ranks by far as the largest outlet. 
Products are supplied to all of the leading manufacturers, 
including Ford, Chrysler, General Motors and others, 
including International Harvester, a high ranking truck 
manufacturer. 

Reflecting the company’s substantial dependence upon 
automobile production and sales, net for the nine months 
to September 30, last, totaled only $215,204, or the 
equivalent of 72 cents a share on the stock, contrast- 
ing with $1,030,057, or $3.43 per share in the same 
months a year ago. However, with the automobile 
industry anticipating production of at least 1,000,000 
units in the final quarter of this year, it appears certain 
that the worst of the decline in earnings has been wit- 
nessed. In fact, the company’s outlook has turned defi- 
nitely for the better to a point where dividends may be 
resumed before the year-end. Although recent levels of 
around 28 represent a substantial percentage of recovery 
from the current low of 14, the shares do not appear 
excessively valued in relation to the company’s past 
record and substantial earning power under more normal 
conditions. All in all, the shares would appear to possess 
considerable merit. 





Twentieth Century-Fox 

: Film Corp. 

Notwithstanding the fact 
that the company was com- 
pelled to absorb unusually 
heavy amortization costs and 
with theatre attendance drop- 
ping, Twentieth Century-Fox 
Film Corp.’s earnings in the 
twenty-six weeks ended June 
25, last, compared quite favor- 
ably with results in the cor- 
responding period of last year. 








Net in the current period totaled $3,419,658, equal, after 
preferred dividends, to $1.55 per share for the common 
stock. This compares with $3,755,483 or $1.76 a share 
on a somewhat smaller number of shares in the same 
months last year. Significantly, the company’s earnings 
for the thirteen weeks ended June 25th, totaled $1,778.- 
121, or the equivalent of 81 cents a share, comparing 
with $1,687,885 or 77 cents a share in the comparable 
period of 1937. While third quarter results may fall 
moderately under last year, the fourth quarter promises 
to bring a fairly substantial improvement. 

Factors contributing to the better outlook for the com- 
pany include the elimination of the heaviest portion of 
amortization costs incurred in connection with expensive 
productions last year. With general business improving 
and employment gaining, increased theatre attendance 
is foreshadowed. Of current productions, several have 
already been given important box-office approbation. 

In addition to being one of the top ranking motion 
picture producing organizations, Twentieth Century-Fox 
Film has a 42 per cent interest in National Theatres, 
operating about 350 units and in addition, indirectly, has 
a large interest in Gaumont-British Corp., which operates 
some 300 theatres in England. Foreign bookings are 
important to the company and normally contribute 
about one-third of gross revenues. Capitalization is 
modest, consisting of 947,711 shares of $1.50 preferred 
stock and 1,741,897 shares of common stock. Each share 
of preferred is convertible into 114 shares of common. 

With a strong possibility that the company’s current 
earnings will closely approximate, if not exceed the 
$4.11 per share shown for the common stock in 1937, 
affording an ample margin of safety for the present $2 
annual dividend, prevailing quotations around 26 appear 
to be unusually conservative. On an income basis alone, 
yielding better than 6 per cent, the shares would invite 
favorable consideration, but further evidence of sustained 
improvement in the motion picture industry, and the 
company’s earnings specifically, should justify a fairly 
good percentage of price appreciation. 


Penick & Ford, Ltd., Inc. 


Penick & Ford ranks as 
the second largest manufac- 
turer of corn products. Nor- 
mally about two-thirds of 
the company’s output is sold 
in bulk to food, textile and 
various other basic industries, 
while the balance is dis- 
tributed to grocery chains 
and other retail outlets under 
nationally advertised trade- 
marks. While consumption 
of these products is normally quite stable, the company’s 
year-to-year earnings depend substantially upon the 
price of its principal raw material—corn. As a conse- 
quence, the company’s earnings in 1937 graphically 
reflected the practical failure of the domestic corn crop 
and the necessity on the part of the company to export 
large quantities of high cost Argentine corn. Earnings 
in 1937 of $271,806 were equal to only 74 cents per share 
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on 369,000 shares of stock, comprising the entire capitali- 
zation. Profits in 1936 were equal to $3.52 a share. 
This year, with corn prices substantially lower, quarterly 
earnings have recorded consecutive gains, and for the 
nine months ended September 30, last, net profit of 
$843,248 was equal to $2.28 a share, in marked contrast 
with $72,700 or 20 cents a share a year ago. 

On the basis of the nine months’ showing the proba- 
bilities are that the company in the full current year 
will show better than $3 a share. Dividends paid thus 
far have this year totaled $2. 

With indications pointing to a sustained upturn in 
the company’s sales, coupled with the scant likelihood 
of any material increase in costs, further important gains 
in earnings are likely to be registered over the months 
ahead. The possibility that legislation re-enacting pro- 
cessing taxes may be passed by the next Congress is an 
uncertain element in the company’s outlook. However, 
it is by no means certain that the next Congress will be 
wholly receptive to reinstatement of processing taxes in 
furtherance of the Government’s farm program. Aside 
from this factor, the shares of Penick & Ford seem to 
present an attractive investment vehicle. 


Foster Wheeler Corp. 


The recent efforts of the Government to encourage 
large-scale expansion of public utilities as a national 
defense measure, coupled with the expressed intention 
to enlarge substantially our Naval and merchant marine 
forces, promise to have a double-barreled effect upon 
sales and earnings of Foster Wheeler Corp. Prior to the 
depression, public utility businesss accounted for 60 per 
cent of the total volume handled by the company, 
although in subsequent years it has had to rely more 
heavily upon oil refinery and marine equipment. The 
company specializes in the production of boiler-room 
and petroleum refining equipment. 

Serving a highly specialized field and suffering from an 
uninterrupted series of adverse circumstances. the com- 
pany has as yet been unable to stage any worth while 
recovery from the last depression. Losses have been 
shown in every year since 1930 and last year with gross 
sales of $10,563,517, the company showed a loss, after 
depreciation, of $52,000. Thus, it would appear that 
sales of approximately $11,000,000 represents the com- 
pany’s break-even point under the present circumstances. 
The fact therefore, that unfilled orders at the end of last 
July were reported to have been upwards of $11,000,000 
would appear to augur well for current results. 

In the first six months of this year the company 
reported net of $77,214, compared with $71,842 in the 
first half of 1937. Although the company’s orders usually 
require some time to fill, it appears to be a safe assump- 
tion that current operations will be in the black. Ahead 
of the 258,180 shares of common stock outstanding, there 
are 16,728 shares of $7 preferred stock on which there 
are accumulated dividends totalling $42. The elimina- 


tion of these dividends, however, with the benefit of any | 
reasonable recovery in the company’s earnings, would | 


seem to present no insurmountable difficulty. The 
shares, while frankly speculative, may be conceded inter- 
esting possibilities for substantial price appreciation. 
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NEW YORK SHIPBUILDING CORPORATION 





A Speculation in Rearmament 


Ors certainty flows out of the re- 
cent war scare: that preparedness 
in America has been given its great- 
est impetus since the days of Wood- 
row Wilson. A war of today is not the isolated catastrophe 
of the past, confined to trenches, but a far-reaching 
affair that covers the whole area of the combatant 
nations. Our protective oceans have narrowed. The 
tendency is towards greater production of aircraft and 
extensive naval building rather than a huge army. And 
it was noteworthy that in late September Germany was 
pulling her merchant vessels off the high seas for despite 
all her planes she could not dispute England’s sea power. 

How does this transition affect New York Ship- 
building Corp. and what should a potential investor do 
about it? He can buy the stock at the market and hope 
for the best next week or the week after, as many traders 
do, or he can examine its earnings over recent years and 
perhaps turn away discouraged. Either procedure 
might prove to be short-sighted. The earnings record 
is not impressive for in 1936—the best recent year—net 
sarnings of $397,000 were not from operating income. 
The company has had a fair share of the business but 
has managed to little more than break even on its con- 
tracts. Is that an accurate guide to the future? 

In order to answer that question three things must be 


examined, two of them peculiar to shipbuilding. The 
first is the matter of labor and other costs. Nothing 


quite so astonished the British during the World War 
as the speed with which the United States expanded its 
shipbuilding industry. In four years we increased our 
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THANE ocean tonnage about sixfold. A stock 
like William Cramp & Sons (now in 
liquidation) moved from 30 to 220. 
Those were the days of cost-plus 
contracts and they had their aftermath in the cries of 
profiteering. 

The William B. Shearer testimony before Congress 
resulted in the Vinson-Trammell Act which limits naval 
contracts to a profit of not over 10 per cent. Another 
result was the construction of vessels by Navy Yards 
themselves. The total effect was not only to take most 
of the profit out of shipbuilding but to dangerously slow 
it up. Now, the Navy, conscious of its restrictions, is 
advocating removal of the 10 per cent limitation and 
within the past month the Treasury Department has 
broadened the field of what may be properly claimed as 
expenses to a contractor. The immediate result is that 
ships being built are much more likely to prove profitable 
to the builder. Removal of the 10 per cent clause, which 
may be done in the next session of Congress, would 
change the whole complexion of the business. 

It is an axiom of shipbuilding that its highly skilled 
workmen cannot be quickly trained. Many of them are 
sons of former shipwrights and the craft is passed down 
through generations. Thus shipbuilding companies 
more than other corporations will accept a contract 
which may result in a loss to keep their men employed 
rather than run the risk of losing them. 

The third thing to evaluate is the effect of inflation 
upon shipbuilding. Most economists are agreed that 
it is in the offing and infla- (Please turn to page 112) 
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Making Diversification Pay 


Companies Increasing Sales and Earnings 


by Means of New Products and 


Newly Developed Markets 


BY STANLEY DEVLIN 


j im ability of a company successfully to develop new 
products and create new markets is the hallmark of cor- 
porate vitality and industrial leadership. It is this ability 
which marks the difference between a static organization 
and one possessing those dynamic qualities so essential 
to corporate success. It is one of the most important 
factors entering into the appraisal of any company in 
terms of its common stock. It is a convenient yardstick 
by which a company’s progress may be measured. 

In the development of new products, research and 
experiment play leading roles. Today practically every 
industrial enterprise which may justly claim to be pro- 
gressive conducts its own research activities, spending 
many thousands of dollars every year for facilities and 
scientific talent. So important has the research division 
of industry become that corporate management points 
with pride to that portion of its income which is devoted 
to research. It is by no means necessary that research, 
in order to justify its cost, be expected to create new 
products and processes year in and year out. Research 
effort may well manifest itself in many ways less tangible 
than in a salable commodity. It may develop manufac- 
turing short cuts, prevent costly mistakes or produce a 
more efficient production technique, any or all of which 
are bound sooner or later to have an effective bearing on 
a company’s profits. 

The experience of Union Carbide & Carbon Corp. 
affords an excellent example of the possible achieve- 
ments of research. In 1937, products which that com- 
pany manufactured in 1919 accounted for only 42 per 
cent of earnings, while 58 per cent of net income was 
contributed by products developed by the company in 
its own research laboratories since 1919. This achieve- 
ment by Union Carbide is neither exceptional or un- 
usual. It typifies progressive companies all over the 
country. Allis-Chalmers, an old established manufac- 
turer of heavy machinery and electrical equipment, has 
so successfully developed its own line of farm equipment 
over the past decade that the company now ranks as the 
third largest unit in the farm equipment industry. In 
1936, farm equipment accounted for 55 per cent of the 
company’s sales. In 1927, sales of farm equipment con- 
tributed less than 3 per cent of profits; they contributed 
80 per cent in 1935 and 66.4 per cent in 1936. 





F. W. Woolworth Co. presents a somewhat different, 
but none the less successful, case of a company revital- 
ized through the creation of new markets. Several years 
ago the company abandoned its traditional policy of 
including on its counters only merchandise priced at five 
and ten cents. Last year, sales were the largest in the 
company’s history. This year, despite the business slump 
in the first six months, Woolworth’s sales in the first nine 
months were less than 2 per cent under those of a year 
ago. Some years ago both Sears, Roebuck and Mont- 
gomery Ward, the two largest mail order companies, 
built up a national chain of department stores and 
smaller retail units, with conspicuously successful results. 

While it can be shown that research and managerial 
alertness are potent weapons of corporate offense, they 
are equally effective on the defensive side. Many of the 
products and methods which today are accepted as indis- 
pensable and permanent may be obsolete tomorrow. 
It would be possible for some scientist patiently ex- 
perimenting in some faraway laboratory to suddenly 
make some new discovery which would make millions 
of dollars’ worth of plants and equipment practically 
worthless. It is this ever-present threat which lies be- 
hind the efforts of many companies to build up a wide 
diversity of products, thus relieving themselves of de- 
pendence upon a single item. The chemical industry 
itself, where research is practically second nature, is the 
outstanding example of industry seeking to safeguard 
against competitive disaster through the medium of ever- 
increasing diversification. 

That successful research and the exploration of new 
markets have paid off handsomely in earnings goes with- 
out saying. To substantiate this one has only to review 
briefly the record of such representative companies as 
are included in the accompanying list. Imagine, for 
example, what the shares of Union Carbide would be 
worth today if the company were little changed from 
what it was back in 1919. It is safe to assume that their 
market value would be considerably less than the high 
80’s, where they are currently quoted. It is equally cer- 
tain that stockholders of Union Carbide would not have 
fared as well from the standpoint of divided return. 
In terms of investment merit the implications are 
obvious. 
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WHAT RESEARCH HAS MEANT TO THESE COMPANIES 


Outstanding New Products 


Outstanding New Products 
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Principal Products 
Ten Years Ago 


Added During Past 
Ten Years 


E. |. duPont de Nemours 


Dyes 

Powder 
Explosives 

Film 

Rayon 

Paints and Varnishes 
Pyralin Products 
Ammonia 

Heavy Chemicals 
Acids 

Pigments 
Cellophane 


Duco Lacquer 
Dulux Enamel 
Neoprene Rubber 
Synthetic Camphor 
Ponsol Dyes 
Anhydrous Ammonia 
Synthetic Methanol 
Synthetic Urea 
Titanium Pigments 
Viscose Rayon 
Acetate Rayon 
Synthetic Silk 


Owens-Illinois Glass 


Glass Bottles 

Closures 

Bottle-Making Machinery 
Shipping Containers 


Glass Fibre 

Glass Building Blocks 
Glass Tumblers 

Milk Bottles 

Tin Containers 

Glass Insulators 


Briggs Manufacturing 


Automobile Bodies 


Body Moldings 

Kitchen Plumbing Ware 
Bathroom Plumbing Ware 
Laundry Plumbing Ware 


Union Carbide & Carbon 


Calcium Carbide 

Ferro Alloys 

Synthetic Organic Chemicals 
Industrial Gases 

Welding and Cutting Apparatus 
Pyrofax 

Prestone 

Eveready Batteries 

Carbon Products 


So numerous were the new prod- 
ucts developed by this company 
during the past decade that com- 
plete listing is virtually impossible. 
Progress in synthetic chemicals, sol- 
vents, plastics and alloys has been 
particularly noteworthy. In 1937, 
58 per cent of net was contributed 
by products developed since 1919 


Allis-Chalmers 
Electrical Equipment Tractors 
Cement Machinery Farm Combines 
Crushing Machinery Tillage Tools 


Flour Mill Machinery 
Hoisting Equipment 


Seeding Machinery 
Road Building Equipment 


F. W. Woolworth 


Wide variety of merchandise 
selling at five and ten cents per 
unit. 


Diversity of merchandise has been 
greatly enlarged to include many 
additional items and prices now 
range as high as $1 per unit. Larger 
sales and wider profit margins have 
resulted. 


Principal Products 
Ten Years Ago 


Added During Past 
Ten Years 


B. F. Goodrich 


Company today manufactures 
some 32,000 rubber products 
Some recent additions include: 

Nukraft Upholstery Filler 

Hi-Flex Tire Cord 

Rubber and Metal Bonding pro- 

cess 

Rubber Tank Linings 

Rubber Highway Strips 

Koroseal Fabrics 

Rubber Chemicals 


Tires and Tubes 
Mechanical Rubber Goods 
Bubber Boots and Shoes 
Hose 

Druggists Sundries 


Borg-Warner 


Electric Refrigerators 

Gas Ranges 

Electric Ranges 

Electric Washing Machines 
Oil Burners 

Furnaces 

Stokers 


Automobile Clutches 
Automobile Carburetors 
Automobile Universal Joints 
Automobile Transmissions 


American Can 


Beer Cans 
Fibre Milk Containers 


Tin Food Cans 
General Line Cans 


Eastman Kodak 


Cellulose Acetate 
Acetate Yarn (rayon) 
Tenite Plastic Materials 
Chemicals 


Cameras 
Photographic Film 
Photographic Materials 


Link-Belt 


Industrial and Household Stokers 
Roto-Louvre Dryer 
Speed-o-Matic Control Devices 
Shafer Anti-Friction Bearing 


Conveying Machinery 
Malleable and Steel Chain 


Locomotive and Crawler Cranes 


Crown Cork & Seal 


Packers’ Cans 

Beer Cans 

Lithographed Tin Specialties 
Steel Barrels and Drums 
Mason Jars 

Glass Bottles 


Bottle Caps 
Cork Specialties 
Bottle Crowning Machinery 


Holland Furnace 


Warm Air Furnaces 
Heating Appliances 


Air Conditioning Equipment 
Gas Burning Furnaces 

Oil Burning Furnaces 

Coal Stokers 


American Chain & Cable 


All Types of Chain 
Wire Rope & Cable 


Automotive Accessories 
Abrasive Cutting Machines 
Chain Hoists 

Service Station Equipment 
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The Investment Clinie 


Why Hold Bonds — High Grades — Second Grades? 


Conducted by J. S. WILLIAMS 


== as is always the case when the stock market 
commences to move forward in an inflationary setting, 
readers are writing to us with doubt in their minds as 
to the merits of their high-grade bond investments. 
Some fear that the price in dollars of their holdings is to 
suffer, others take the more logical position that it is 
the value in purchasing power of their capital that will 
be hit and usually cite the post-war happenings in Ger- 
many and Austria to make their point. Almost all these 
letters, however, have one thing in common: their writers 
would be willing to sacrifice good, solid bonds for specu- 
lative common stocks. 

We think that this last is very revealing of the nature 
of the average human being. At the back of the minds of 
most of those who write to us in disparagement of 
their bonds there is the wish that they could have their 
cake and eat it too. When markets decline, they are 
glad of their bonds’ stability. When markets rise, they 
forget how thankful they once were and wish that they 
were participating in the stock profits about which their 
friends are talking. This causes them to concentrate 
upon all the ills to which good bonds are heir and then 
they write and ask if they cannot do better elsewhere. 

Whether such heartaches are well-grounded or 
whether they are founded in hopeful wishing makes no 
difference: they would not occur if the investor were 
following a definite program. The best of these always 
represents a compromise between safety of principal and 
possibility of profit. They never envisage a man with 
all his money in high-grade bonds—a man who would 
be sitting on top of the world during a market decline, 
but who would suffer pangs of disappointment when 
other mediums of investment moved forward. 

Under all circumstances, high-grade bonds have their 
place. They provide as near absolute safety of income 
as it is possible to obtain. At any given time they can 
be counted upon for relative safety of principal. In other 
words, while high-grade bonds may at times decline, 
owing to a firming of money rates, the possibility of 
serious loss is quite restricted. These are valuable ad- 
vantages obtainable in no other class of security. 

Now, for the disadvantages. Contrary to the ideas of 
some, inflation of whatever kind does not destroy the 
price of good bonds. They are affected only indirectly 
and to the extent that the inflation causes money rates 
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to rise. In actuality the effects are likely to be minor, 
at least until the inflation has gone a long way along its 
course. The purchasing power of the income from good 
bonds, however, does suffer from anything which raises 
commodity prices and the cost of living. Inflation can 
do this and do it violently, but we are far from-any such 
development. An inflationary rise in living costs can 
only spring from a business boom and anyone can see 
from everyday observation that we are not at the boom 
stage yet. 

Nevertheless, conceding that high-grade bonds have 
their place, it is not to say that the individual should 
have all his capital so invested. He should merely set 
aside a part for this purpose and then never remember 
that he might have made so much more money had he 
bought some highly speculative stock at a bankrupt 
price. 

* * * 

A discussion of high-grade bonds seems to lead _ in- 
evitably to a discussion of second-grade bonds. This is 
because when the suggestion is made to some people 
that they buy a few of the best bonds for the reasons 
given above, they invariably try to gain a little more 
for themselves by counter-suggesting bonds of a lower 
caliber. By doing this they point out—and perfectly 
correctly—that their income is materially larger. But 
when they buy a second-grade bond in place of a high- 
grade they defeat their main purpose, which is to obtain 
safety of income and relative safety of principal regard- 
less of economic conditions. Second-grade bonds can 
only be counted upon to retain the characteristics of a 





Suggestions Among High-Grade Bonds 


Current Current 


Company Price Yield 
American Telephone & Telegraph Deb. 314s, 

LA eR ae ote Meee oro 104 3.1% 
Consolidated Edison N. Y. Deb. 3'/4s, 1946.... 106 3.1 
Crane Co. Deb. 31/28, 1951... 2. cc cccccecccee 105 3.3 
Inland Steel Ist. "D" 33s, 1961...........6- 107 3.5 
Norfolk & Western Ist. Cons. 4s, 1996....... 118 3.4 
Standard Oil (New Jersey) Deb. 234s, 1953.. 102 2.7 
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bond so long as the business skies remain without clouds. 

Yet, while we stand by the principle that the higher 
yield obtainable from a second-grade bond seldom 
justifies the risk involved, it frequently happens that 
second and medium grade bonds are desirable specula- 
tions. At times individual issues are not only cheap in 
themselves but they are relatively cheaper than the com- 
mon and preferred stocks of the same company. Take 
the debentures of the International Telephone & Tele- 
graph Corp., for example. To pay the interest on these 
debentures is essentially an exchange problem—how to 
bring enough pesos from the Argentine, soles from Peru 
and so forth, to the United States in the form of 
dollars. Except possibly in the event of a major war, 
and even then not necessarily, everything points to 
the company being able to service these bonds with a 
reasonable margin to spare. On the other hand, it would 
be necessary to transfer a vastly greater sum of money 
in order to pay a reasonable dividend on the common 
and, although world conditions appear to be growing 
better, the time when it will be possible to make such a 
transfer cannot be discerned at this writing. Thus, even 
should the common ultimately make good, at this 
moment, and weighing chance of profit against risk of 
loss, we consider the debentures a more desirable specu- 
lation than the common. 

It is impossible, of course, to go into all such situations 
in detail. However, there are bonds of the Baltimore & 
Ohio selling around 20 which appear to have more merit 
as speculations than the common stock of the same com- 
pany at 9 or the preferred of the same company at a 
slightly higher price. Similarly, there are Central R. R. 
of New Jersey bonds selling between 20 and 30 which 
many might prefer to the common at 10. Other exam- 
ples may be found in the railroad field and also in the 
public utility field. It cannot, however, be over-stressed 
that such bonds are to be considered in no way as an 
investment, or as a substitute for true investment issues. 
They are speculations to be evaluated as one would 
common stocks. 

* * * 

There appears to be quite a demand for so-called baby 
preferreds—preferreds whose dividend rates are less than 
$3 annually. It has long ceased to be a phenomenon in 
common stocks that many people much prefer to buy a 
hundred shares of stock selling at $10 a share rather than 
ten shares of stock selling at $100 a share. Why this 
should be so is inexplicable, but it is a fact for all that. 
So, apparently, in the case of preferreds there are people 
who like to feel that they own a relatively large number 
of shares. 

In order to satisfy the evident demand, we have pre- 
pared the accompanying list of baby preferreds. Indi- 
vidual issues will have to be selected on their merits 
and in accordance with the particular needs of the 
purchaser. In quality, these preferreds range from the 
equivalent of a high grade bond to something which is 
definitely speculative. In most cases the yield obtain- 
able is an excellent guide to quality. 


Buying for Cash 


We received the other day a letter from a reader in 
Kansas which closed as follows: “I have always thought 
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Some "Baby" Preferred Stocks 


Company Dividend CurrentPrice Yield 
American Thread ............ $0.25 32 7.1% 
Bethlehem Steel .............. 1.00 17 6.0 
California Packing ........... 2.50 49 5.2 
Crown Cork & Seal.......... 2.25 36 6.4 
eater @ Cees... cccwinceweeck 1.40 24 6.0 
Diamond Match ............. 1.50 40 3.8 
Gaylord Container .......... 2.75 52 5.3 
GHB oradeg ao xa ci iteisu dimers 2.25 48 4.7 
A ee are 1.00 23 4.3 
Hackensack Water "A" ...... 1.75 33 5.3 
Hiram Walker-Gooderham .... 1.00 20 5.0 
National Supply ............. 2.00 24 8.4 
Pacific Gas & Electric......... 1.50 31 4.9 
Paramount Pictures .......... 0.60 12 5.0 
Southern California Ed........ 1.50 24 6.4 
Twentieth-Century Fox ....... 1.50 35 - 4.3 
United Shoe Machinery ...... 1.50 4Z 3.6 
Westvaco Chlorine .......... 1.50 30 5.0 





highly of this company, but it seems to me now that 
the stock is more speculative than I thought. When J 
look at the quotation in the paper I notice that only a 
few hundred shares are bought for cash—some days there 
are no cash sales at all—while many thousands are 
traded, I presume, on margin. I’m not a speculator and 
I don’t like there to be as much speculation as this in 
shares that I own. What do you think?” 

We are afraid that this writer is considerably confused. 
When stock is bought or sold in the regular way the 
buying broker does not pay, nor does he receive his 
certificate, until some days after the transaction has 
taken place. For example, Monday, Tuesday and Wed- 
nesday business is cleared the following Thursday and 
deliveries take place on Friday. Thursday, Friday and 
Saturday business is cleared the following Monday and 
deliveries take place Tuesday. The quotations in the 
paper refer to the particular day’s business and the 
prices at which it was done. So far as the ultimate indi- 
vidual buyer is concerned none of these transactions 
need be a margin transaction. In other words, the full 
purchase price may be on deposit with the broker ready 
to settle in full as soon as the certificate is delivered. 

Sometimes, however, a seller of stock wants his money 
immediately or, conversely, a buyer of stock wants his 
certificate without delay. There are various reasons for 
wanting this, although the most important is to bring 
the transaction into a given calendar year for tax pur- 
poses. When this happens the deal is arranged for “cash” 
and it must be completed the same day. Because of the 
inconvenience involved, the originator of a cash trans- 
action usually has to make some small sacrifice in price, 
either paying a quarter of a point or so more if he is a 
buyer, or receiving a quarter of a point or so less if he 
is a seller. 

From the way in which quotations are presented in 
the daily papers there is no way of telling how much 
margin speculation there is in any issue. 
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Two Aircraft Issues 


Since the death of General West- 
over, Chief of the Air Corps, there 
has been a change in the army pro- 
curement policy. Instead of stress- 
ing the flying fortress, emphasis will 
be placed upon fighters and fast 
bombers. Two probable beneficiar- 
ies are Lockheed Aircraft and 
Grumman. Both stocks are listed 
on the New York Curb, the former 
selling around 21, the latter around 
16. Lockheed is booked well ahead 
with a recent order of $3,900,000 
from the British Air Ministry for 
spare parts supplementing its June 
order of 200 bombers costing $18,- 
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For Profit and Income 





000,000. Grumman’s unfilled orders 
run around $4,000,000 and it is esti- 
mated that the company will earn 
around $1.40 per share this year. 


Why Corn Products Lags 


Corn Products Refining despite 
per share earnings of $2.30 for nine 
months against $1.47 a year ago has 
had a desultory rise these past few 
weeks. One of the reasons is talk 
of renewing processing taxes. An- 
other is the attack upon the com- 
pany by the Federal Trade Com- 
mission. It is charged that Corn 
Products violates the Robinson- 


Patman act in discriminating against 


The plant of Wheeling Steel Corp., Wheeling, W. Va. 
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purchasers who are located at differ- 
ent delivery points. This is the bill 
aimed against chain stores obtain- 
ing a better price because of volume 
purchases. 


All Ears 


Celanese Corporation earned 70c 
in the September quarter against 
43c in the same quarter a year ago, a 
much better than average showing. 
* * * Of the first 170 industrial com- 
panies reporting, net for the third 
quarter was 61% below 1937 and 
11% above the second quarter. Rail 
net operating income for the month 
of September was down only 9% for 
the first 70 roads reporting against 
September a year ago whereas for 
the first nine months it was down 
50% from a like period last year * * * 
With general expectation of a bull 
market of fairly long duration con- 
vertibles have their attractions. Two 
with the convertion price near 
enough to the market price to have 
increasing leverage on further rise 
are Baldwin Locomotive 6s of 1950, 
convertible into 65 shares of com- 
mon at 15 till 1945, and Studebaker 
6s of 1945, convertible into 80 shares | 
of common. * * * Low-priced stocks | 
with a mystery appeal have been a 
feature of the market for some time. 
Loft occupied the center of the stage | 
for a while on its 91% of Pepsi-Cola | 
award. Then came radio on its an- | 
nouncement of television programs | 
in time for the opening of the 
World’s Fair next April. The recent 
champion is Packard with talk that 
usually accompanies automotive 
rallies prior to the Auto Show, plus 
vague rumors of an aviation motor. | 
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*** The matter of lever- 
age, now that the Dow 
Theory is in effect upward, 
is becoming important. 
Through ownership of 
large blocks of stock a 
move in Bendix helps Gen- 
eral Motors which helps 
du Pont. A rise in Grey- 
hound affects N. Y. Cen- 
tral which influences Dela- 
ware & Hudson. The other 
side of the sword is just as 
sharpon declines. * * * Some 
of the blocks of stocks that 





Developments in Companies Recently Discussed 


American Telephone & Telegraph Company 


will be given a chance to answer the 
Walker report which had an adverse effect 
upon the company's stock last year. They 
have been invited by the Federal Com- 
munications Commission to submit briefs 
replying to the proposed report by Paul 
Walker which 
F C C be given widespread regulatory 


recommended that the 


powers over the Bell System. Briefs may 


Container Corporation, after an unprofitable 


first half year, has experienced a marked 
upturn in its volume with the result that 
the company has a good chance to finish 
the year in the black. The company lost 
money each month until August when the 
tide turned upward due to seasonal con- 
siderations. Incoming orders in October 
are running about 30% ahead of the same 


period a year ago and it is expected that 
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Is It Better to Own the Controlling Company .or the Controlled? 


Which Industries Are Likely to Lag in Recovery? 


The Stockholders Guide 


Selecting Market Leaders 


a is a cardinal investment principle 
designed to safeguard the investor against the possi- 
bility of adverse events which might seriously jeopardize 
his entire investment capital. This same principle of 
diversification is also being applied on an increasingly 
wider scale in industry, as is shown on pages 88 and 89 
of this issue. 

There is, however, another form of diversification by 
which some companies have gained important advantages 
by acquiring actual or working control of other concerns 
whose activities are more or less complementary. ‘To 
the individual investor these same companies may also 
offer definite advantages, for in effect, by acquiring their 
shares the investor is afforded a greater degree of diver- 
sification through a single medium. 

Probably the outstanding instance of this type of 
investment diversification is the common stock of E. I. 
du Pont de Nemours. In addition to that company’s 
wide diversity of products, including many types of 
chemicals, rayon, plastics, paints, varnishes and syn- 
thetics, the company owns 10,000,000 shares of General 
Motors common stock. This isa sizable stake in the many 
ramifications of General Motors’ activities. Du Pont’s 
investment in General Motors, acquired with a portion 
of its war-time profits, has proven to be an immensely 
profitable one and of unquestionable value from an 
actual business viewpoint. General Motors is one of the 
largest consumers of du Pont products. Du Pont’s in- 
vestment in General Motors is approximately equal to 
one share of General Motors for each share of du Pont 
outstanding. In other words, the investor purchasing a 
share of du Pont at 150 is in effect also acquiring a share 
of General Motors, having a current value of about 50. 
Generous dividends paid by General Motors in the past 
have on numerous occasions accounted for a larger por- 
tion of du Pont’s earnings than have profits from the 
company’s own activities. However, reflecting on the 
one hand the increasingly wider markets being reached 
by du Pont products, particularly several which were 
developed by the company during recent years, and on 
the other, the lower dividends paid by General Motors, 
profits from du Pont’s manufacturing operations have 
accounted for the bulk of earnings. Last year manu- 
facturing profits were equal to $3.92 per share of du Pont 
common, while General Motors dividends were equal to 
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$3.37 a share. This year earnings from these two sources 
were equal to $1.65 and 66 cents a share respectively in 
the first nine months. 

As to whether the investor would be better off in, say, 
25 shares of du Pont or 75 shares of General Motors, the 
advantages appear to be definitely in favor of the 
du Pont commitment. This contention, moreover, does 
not overlook the fact that the outlok for the automobile 
industry is now more promising than it has been in 
many months. It is virtually certain that improved 
earnings and larger dividends by General Motors will 
find corresponding reflection in the income of du Pont 
and that company’s dividend policies. In the past 
du Pont has followed the policy of disbursing in the form 
of dividends to its own stockholders practically all the 
dividends received on its General Motors investment. 
Of prime importance, however, is the fact that any 
reasonable evaluation of the relative prospects of the 
two companies over a longer period of time strongly 
favors du Pont. It must be conceded that the auto- 
mobile industry has reached a practical limit on the 
number of cars which can be produced and sold in a 
single year, while du Pont, as one of the outstanding 
industrial organizations, a “head and shoulders” unit in 
the chemical industry, and one of the most successful 
companies in the field of research, has a future of prac- 
tically limitless scope. 

Similarly, a holder of U. S. Industrial Alcohol shares 
should fare much better, at least over the next year or 
perhaps longer, by placing his funds in Air Reduction 
Co. This switch has the advantage of enabling the 
present stockholder of U. S. Industrial Alcohol to retain 
an indirect interest in U. S. I., but through a medium 
offering a stronger and more promising investment. Out 
of a total of 391,238 shares of U. S. Industrial Alcohol 
outstanding, Air Reduction owns slightly less than 
100,000 shares. Hampered by more intensive competi- 
tion and restricted profit margins, U. S. I. has been 
unable to show worthwhile earnings over the past several 
years. For 1937 the company had a loss of $456,257 
and in the first six months of this year profits amounted 
to only $4,255. U.S. Industrial Alcohol is planning to 
extend its activities into new fields, notably resins and 
plastics, and other similar ventures may be undertaken 
for the purpose of broadening the company’s scope. 
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Stockholders may logically reason that if such a highly 
successful chemical organization thinks enough of the 
future of U.S. Industrial Alcohol to hold a sizable block 
of the company’s stock, why shouldn’t they follow the 
same course? Air Reduction, however, is in a position 
to wait indefinitely, much longer probably than the 
average stockholder, for any returns on its investment. 
Should Alcohol’s prospects ultimately shape up suffi- 
ciently promising to appreciably enhance the value of 
the shares, this eventuality will not go unrecognized in 
the value of Air Reduction stock. In the meantime, Air 
Reduction’s own activities promise to record a substan- 
tial increase in the months ahead. 

In the two instances cited the investor gained a defi- 
nite advantage through holding the shares of the con- 
trolling (working control in 
these cases) rather than the 


mitment in the shares of Anaconda Copper. 

It would be possible to discuss at some further length 
the relative investment and speculative merits of the 
shares of the controlled and controlling companies. The 
several instances cited, however, suffice to bring out the 
point that the investor may gain important advantages 
by weighing the pros and cons of other similar situations. 
It is not possible to lay down any general rule and each 
situation must be specifically appraised. 


Lagging Industries 


Regardless of the state of general business at any 
particular time, past experience has shown that there 
are always industries and companies less favorably 
situated than the average. 
Their prospects, owing to the 





controlled companies. It does 
not necessarily follow, however, 
that this is always true. Cer- 


Which Is the Better Investment 


presence of unusual or special 
circumstances of an adverse 
character, are not as good or 


tainly the stockholder of pub- Medium? more uncertain, as the case 
oy en ome ee 
ioe er ee athe evidence at this time is 
holding company. Taking a *Air Reduction U. S. Industrial Alcohol pretty pea that busi- 
for example a company such as_—s Anaconda *Anaconda Wire & Cable ess in the United States is 


Anaconda Wire & Cable, con- 
trolled by Anaconda Copper, a 
fairly strong case can be made 
the superior speculative pos- 
sibilities for the shares of the 
former as compared with the 
shares of the parent com- 
pany. 

Anaconda Wire & Cable is 
one of the leading manufac- 
turers of coper wire and cable, 
affording the parent company 
an important outlet for do- 
mestic production. So far as 
the relative stability of earn- 


*American Smelting 
*American Metal 
*General Motors 
*American Car & Fdry 
*Electric Power & Light 
Chesapeake Corp. 
North American 


*Favored medium. 


stitute actual control. 


{ In some instances stock interest is large but does not con- 


again in a cyclical uptrend, of 
sufficient breadth and duration 
to permit substantial partici- 
pation by the majority of in- 
dustries. A minority of indus- 
Brill Corp. tries, however, which are 

. handicaped by various un- 
United Gas favorable factors, appear likely 
*Chesapeake & Ohio to be conspicuous laggards. 
*Detroit Edison Therefore, and rather than 
hoping against hope that 
sooner or later there will be a 
turn for the better in these 
industries, investors committed 
to the shares of companies 


Revere Copper & Brass 
Roan Antelope 
Bendix 





ings is concerned, there is little 
to choose between the two 
companies, both organizations having recorded substan- 
tial earnings under normal conditions and sizable losses in 
depression years. Favored, however, by a simple capital 
structure consisting solely of 422,000 shares of stock, 
Anaconda Wire & Cable has been able to report large 
per-share results under reasonably favorable conditions. 
In 1936, the shares had earnings of $5.43 each and last 
year net was equa! to $4.70. In 1936 and 1937 the com- 
pany paid dividends of $4.50 and $4.75 respectively. 
In 1936 the parent company earned $1.83 a share on 
8,674,338 shares, while net in 1937 was equal to $3.62 a 
share. Dividends amounted to $1.25 a share in 1936 and 
$1.75 in 1937. The current price range for the latter issue 
has been 5914 and 29, while the shares of Anaconda have 
ranged between 4214 and 21. With the benefit of a 
small capitalization, on which substantial earnings may 
be shown over the next year, particularly if the public 
utility industry embarks on an extended program of in- 
creased facilities, the shares of Anaconda Wire & Cable 
may well provide holders with a greater percent- 
age of price appreciation than a corresponding com- 
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identified with them will un- 
doubtedly fare much better in 
the end by switching out of such holdings. 

Typical of this minority group are the food and meat 
packing industries. Earnings of food and meat packing 
companies have been adversely affected by heavy in- 
ventory losses and while this factor may be alleviated 
to some extent next year and consumption may increase, 
profit margins will probably remain constricted. This 
group of companies is at a disadvantage in raising prices 
owing to the ever-present risk of curtailing consumption. 
Neither does it appear likely that cigarette company 
earnings, with perhaps one or two exceptions, will record 
any conspicuous increase in the months ahead. Increased 
sales in most instances are likely to be largely nullified 
by the average high inventory costs. 

While the recent upturn in the prices of both raw and 
refined sugar will be helpful, profits in all divisions of 
the sugar industry are not likely to be sufficient to evoke 
any considerable investment enthusiasm for this group. 

Fertilizer prospects are not promising. The Govern- 
ment farm program stresses crop reduction and curtailed 
plantings, implying a cor- (Please turn to page 110) 
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answer by mail or telegram, a reasonable number of inquiries on any listed securities 
in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 
dollars in value to you. It is subject only to the following conditions: 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities. 
3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. If not now a paid subscriber use coupon elsewhere in this issue and send 
check at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





Deere & Company 


Can you tell me the reason for the com- 
puratively poor market action of Deere com- 
mon in view of the recent dividend payment 
of $1.35? At present levels, the yield is over 
G%. Would you advise adding to 100 shares 
which cost me 25?—G. W., St. Louis, Mo. 


The most recent dividend of 
Deere & Co. was undoubtedly paid 
in order to avoid the undistributed 
profits tax. For the fiscal year ended 
October 31, 1938, earnings of around 
$2.25 per share are expected. This 
substantial decline from the $4.25 
shown for the 1937 year may be at- 
tributed to declines in farm purchas- 
ing power which has _ naturally 
curbed sales of the company quite 
drastically. Moreover, the factors 
noted above may be given as reasons 
for the sluggishness of the shares 
marketwise. Nevertheless, Deere’s 
well entrenched position in the trade 
gives the common issue longer term 
appeal. Looking at the current situ- 
ation, we find that sales and prices 
of tractors are on the downward 
trend because of the seasonal factors 
and more intensive competition. Al- 
though farm income has dropped 
considerably this year, due to lower 
prices for major farm crops, it is be- 
lieved that the current purchasing 
power of the farmer is a trifle better 
than the situation would indicate. 
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This is because that during the past 
few years the farmer has been able 
to effect substantial liquidation in 
his mortgage and other indebtedness 
with the result that a much smaller 
portion of his income is now re- 
quired to meet interest and amorti- 
zation payments. Thus, it would 
seem possible that over the longer 
term, he would be able to invest 
more money in farm equipment 
which he naturally needs for im- 
provements on his land. Deere & Co., 
therefore, as the foremost manufac- 
turer of steel plows and the second 
largest manufacturer of tractors and 
other type of farm machinery and 
equipment, tends to benefit quite 
substantially over the longer term. 
In relation to the current low prices 
of around 20, the shares would seem 
to have amply discounted the poor 
intermediate outlook. Therefore, re- 
tention of your holdings over the 
longer term is deemed a wise course 
to follow. As your commitment 
seems to be sufficiently large, how- 
ever, we would not advise averaging. 


Cerro de Pasco Copper 
Corporation 


I would appreciate your advice as to re- 
taining Cerro de Pasco as a semi-investment. 
My stock cost 76%. With the advancing 
price of copper and other metals, do you 
think this stock will continue to forge ahead? 
Is the $1 quarterly dividend secure?—F. U., 


Detroit, Mich. 

Present indications are that 1938 
earnings of Cerro de Pasco will more 
closely approximate the $3.38 re- 
corded during 1936 than the $5.18 
registered for the year ended Decem- 
ber 31, 1937. Not only has the com- 
pany’s 1938 output of copper and 
lead been below the average for 
1937, but silver output has been re- 
duced more sharply, while most of 


the production of zinc has been put — 


aside. Moreover, prices of the above 
metals have been substantially be- 
low the 1937 levels and there is little 
to indicate that they will soon attain 
the levels prevalent last year. Since 
the properties of Cerro de Pasco are 
located for the most part in the 
Peruvian Andes, and because of the 
high United States tariff on cop- 
per importations, output is sold 
mainly in the world markets. As a 
result, future demand depends great- 
ly upon European armament pro- 
grams. In view of all the controver- 
sies concerning rearmament abroad, 
however, it is likely that continued 
worth while demand will be realized 
from this source. Due to the variety 
of metals mined by Cerro de Pasco. 
the company’s record of operations 
over a period of years has been 
highly successful. The company’s 
properties permit a certain amount 
of elasticity in that the management 
might concentrate mining activities 
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on the metals commanding the best 
relative price at any given time. 
While it has been the company’s pol- 
icy to sell its output ahead of actual 
production, it still has a large cop- 
per inventory in the United States, 
which was imported prior to the en- 
actment of the protective tariff on 
that metal. This inventory is car- 
ried on the books of the company at 
well below the prevailing market, 
and its gradual liquidation, under 
more favorable conditions than now 
exist, should aid earnings consider- 
ably. In any event, the favorable 
factors present in this situation lead 
us to believe that the shares of Cerro 
are among the more attractive equi- 
ties of companies situated in this 
industry. While earnings will un- 
doubtedly fall below the $4 dividend 
rate, we do not see any indication 
that the payment will be reduced. 
Thus, while the shares are rendered 
somewhat speculative due to de- 
pendence on European markets and 
the location of its properties in 
Latin-America, we are inclined to 
iake a constructive attitude toward 
the situation and recommend full 
retention of vour holdings. 





General Railway Signal Co. 


I would appreciate your advice on General 
Railway Signal at this important time. I 
hold 200 shares bought at 60°. With a 
gradual change for the better in the railroad 
situation, do you think my stock will again 
become a market leader?—I]. Y., Minneapo- 
hs, Minn. 


The near term outlook for the 
railroad equipment industry is not 
particularly promising. General 
Railway Signal Co., as a leading 
manufacturer of such equipment, is 
therefore poorly situated in regard 
to near term earnings. In fact, oper- 
ations during the current half of the 
year may result in a loss even greater 
than the 56 cents deficit per com- 
mon share registered during the first 
six months of 1938. Since the com- 
pany’s backlog of orders has been 
practically wiped out, future oper- 
ations depend largely upon repair 
and replacement orders. As this di- 
vision of the company’s business 
does not allow for very wide profit 
margins, earnings will undoubtedly 
remain restricted until an uptrend in 
railroad purchasing power has been 
effected. There have been various 
indications, however, that the longer 
term future of companies of this 
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type is not so black. Among these 
are the better operating net of rail- 
roads, improvement in railroad traf- 
fic and better industrial conditions. 
Given normal conditions of a favor- 
able calibre, General Railway Signal 
can easily show a complete turn- 
about in operations. While earnings 
are not wholly dependent upon rail- 
road demand, the bulk of profits is 
obtained from this source. Some 
benefits are derived from demand in 
connection with municipal bridge, 
traction and other traffic-control 
works. Viewed in relation to longer 
term possibilities and assuming fur- 
ther extension of the current recov- 
ery movement, the shares may be 
conceded a measure of speculative 
merit. Therefore, even though divi- 
dend payments for 1938 will prob- 
ably not be any larger than the 50 
cents already declared, we counsel 
retention. 





Acme Steel Company 


How do your analysts regard Acme Steel? 
My shares were bought last year at 76. In 
view of its strategic plant locations, isn’t this 
company in a position to secure more than 
its share of business under the new conditions 
iw the steel industry?—N. F., Portland, Ore. 

Acme Steel Co., one of the sound- 
er, small steel concerns, has an earn- 
ings record that is unmarred by 
deficits. A continuation of this rec- 
ord was effected for the nine months 
ended September 30, 1938, when a 
profit of 53 cents a common share 
was recorded. While it is true that 
this represents a sharp decline from 
the $6.31 per share sustained during 
the like interval of 1937, it still 
serves to exemplify the strong posi- 
tion which the company enjoys in 
the industry. Acme is also fortunate 
in that it has better-than-average 
flexibility in control of cost. The re- 
cent price cut did not have much 
effect upon profits, as the company 
purchases semi-finished steel prices 
of which were also reduced. Most of 
the company’s products are of the 
specialty variety. In times of poor 
business, demand for these special- 
ties hold up better than business in 
ihe ordinary strip steel. This, 
coupled with the close control of 
costs has enabled the company to 
report good profits in bad times. It 
is highly improbable that the com- 
pany will resume for some time to 
come profit margins which led to the 
$5.78 recorded in 1937. Finances of 





the concern, although comfortable, 
will not allow much of an increase 
in dividend disbursements and in 
view of the poor profits outlook, we 
are inclined to believe that the next 
payment will be slightly smaller 
than the 25 cents paid perviously 
this year. On the other hand, the 
shares seem to possess merit suffi- 
ciently satisfactory to justify a con- 
structive longer term attitude. 
Therefore, we can see little to be 
gained by liquidation and advise 
retention. 





Boeing Airplane Co. 


Is there a strong possibility that Boeing 
will soon begin to show substantial profits? 
I realize that heavy development costs have 
slowed up earnings progress. Would you sug- 
gest that I continue to hold 50 shares of this 
stock for which I paid 464%?—T. F., Cleve- 
land, Ohio. 


The years that Boeing Airplane 
has spent in costly research and de- 
velopment work should soon prove 
worth while in the form of increas- 
ing orders for their products. Most 
recent developments have been di- 
rected at huge super-Boeing—“Fly- 
ing Fortresses’—for use in both 
military and commercial purposes. 
The fact that profits of Boeing have 
not been proportionate to the in- 
creased volume of business is not 
surprising when it is considered that 
development charges have been 
charged off directly, thus restricting 
profit margins to an extremely nar- 
row range. Moreover, the rapidity 
of changes in airplane designs has 
made it necessary to continue this 
research for a long period. On the 
other hand, it now appears probable 
that the pace of changes in design, 
at least for a year or so, will not be 
as rapid as it has been during the 
past few years. There is every rea- 
son to believe, therefore, that Boeing 
can establish earnings on a more 
profitable basis during months to 
come. The last report of the com- 
pany is for the quarter ended March 
31, 1938, when a deficit of 7 cents 
per common share was _ recorded 
against a profit of 22 cents a share 
in the like quarter of 1937. The in- 
come account published for the 
twelve months ended June 30, 1938 
(although it affords no comparison 
with a year earlier), showed a net 
loss of 5 cents on the capital stock 
outstanding. The company is also 

(Please turn to page 108) 











LINK-BELT COMPANY 








Aa: manufacturer faced with a knotty conveying prob- 
lem or requiring special equipment for handling materials 
and merchandise can probably go to Link-Belt and find 
that this company is able to supply the exact type of 
machine to do the job. Link-Belt Co. rightly boasts 
that its products enter every industry, for broadly stated 
they include practically everything for handling ma- 
terials mechanically and for the transmission of power 
from one shaft to another. 

The company has long specialized in the development 
and manufacture of conveying machinery and some idea 
of the range of these products is gathered from the fact 
that they include locomotive cranes, gasoline crawler 
cranes and shovels, car dumpers, grain car unloaders, 
speed reducers, oil pumping units, coal tipples and sand 
and gravel washing plants. That phase of the company’s 
business represented by these products has in recent 
years gradually overshadowed the manufacture of chain 
link belts, on which the business was originally founded. 
Nevertheless chain belts still contribute about 20 per 
cent of the company’s sales volume in a normal year. 

Considering the highly specialized character of the 
company’s business, wide variations in sales and earn- 
ings might be expected to be the rule rather than the 
exception. As.a matter of fact that is precisely what the 
company’s experience has been. Yet during the late 
depression years, Link-Belt recorded only a single deficit. 
That was at the bottom of the business slump in 1932 
and even in that year the deficit was less than $1,000,000. 
Of the total deficit, nearly $550,000 was accounted for 
by depreciation. During the period from 1929 to 1932 
sales fell from about $26,500,000 to less than $7,000,000. 
In the face of this precipitous drop in volume, the com- 
pany’s depression record was doubly impressive and 
compares favorably with that of many another company 
having the benefit of a relatively greater measure of 
inherent stability. 

Since 1932, the recovery in Link-Belt’s business has 
been fully as rapid as was the preceding slump. Last 
year sales established a new peak, exceeding slightly the 
previous record set up in 1929. In this achievement also, 
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Bound to Gain from Business Upturn 


Broad Markets for Equipment 


BY FRANCIS O. WRIGHT, JR. 









the company has outdistanced many other industrial 
organizations. To be able to do this Link-Belt had two 
major advantages—a wide diversity of products, and the 
strong urge which impelled all classes of manufacturing 
enterprises to reduce costs and increase output to meet 
the heavier wage toll and prepare against the threat of 
strikes. Link-Belt was in a position to put forth a con- 
vincing argument based on the money-saving advantages 
of its equipment. 

Although the company is not heavily dependent upon 
any single industry or outlet, the automobile industry 
normally accounts for about 10 per cent of output. To 
this extent, therefore, the definitely more promising out- 
look for the automobile industry may well be reflected 
in Link-Belt’s volume of business in subsequent months. 
It is certain, however, that the company’s showing for 
the full current year will include a sharp decline in both 
sales and earnings. Sales in the first six months totaled 
$9,577,052, comparing with $13,163,792 in the same 
months of 1937. Volume in the first half of this year 
was practically on a par with that in the first half of 
1936,. but current costs and depreciation were $300,000 
larger than in the earlier period. The increase in this 
item was equal to about 45 cents a share. 

Net income in the first nine months of this year totaled 
$703,740, equal, after preferred dividends, to 81 cents a 
share for the 675,573 shares of common stock. In the 
same period last year net of $2,600,322 was equal to $3.61 
a share on the common stock, after preferred dividends. 
For all of 1937, per-share earnings for the common stock 
were equal to $4.47 a share, of which stockholders re- 
ceived $3 in dividends. This year, unless the company 
bills a substantially larger volume of new orders in the 
final quarter than now seems likely, earnings on the 
common are not likely to be better than $1 a share. 

Despite the slump in current earnings the company 
has maintained quarterly dividends, the most recent pay- 
ment having been made at the rate of 25 cents a share. 
In the matter of dividends, directors have been per- 
mitted considerable latitude by the assurance afforded 
by the company’s characteris- (Please turn to page 114) 
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BUSINESS ACTIVITY 


M. W. S. Index (per capita basis) 








CONCLUSIONS 


INDUSTRY—Recovery at new 1938 
high. 














TRADE—Store sales only temporarily 
held back by warm weather. 











COMMODITIES—Prices firm; period 
of stability probable. 





1923-25 = 100 





MONEY AND CREDIT—Banks may 
turn to longer term working capital 
loans. 
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,onths. depressing war scare and New England floods, SUPPLY & DEMAND 

ne {on the Nation's per capita volume of Business Sinaia tek Sammie 

ny Sa Activity has turned upward sharply to a new — 

high for the current year. Present outlook is 

for a considerably better than normal rate of 

expansion along a broad front over the next 

few months and, as a buoyant trend from now 

half of on will come into comparison with receding 

300,000 business a year earlier, reports from many 

in this branches of industry, beginning with December, 

will note improvement on an annual compari- 

totaled son basis, and the margin of gain will widen 

weil nec ge with passing months. The psycho- 

Tn the ogical exhilaration from such increasingly favor- 
$3.61 able comparisons should help to stimulate still 

vias further recovery. 
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* * * 


Reflecting the leverage effect of inflexible 
overhead expenses, an average decline of 30% 
: below last year in Business Activity during 
s in the the third quarter appears, judging from the 
on the showing of some 100 corporations which have 
re. thus far reported, to have caused a drop of 
ompany around 45% in Profits. According to esti- 
ont pay: mates prepared by Administrator Andrews, the 
a share. Wage and Hours Act, which has just gone into 
a effect covers about 25%, of people now gain- 
en per full + Saisie 
afforded y employed; but at present will raise the nL es 
ge 114) (Please tum to next page) JF MAMJJASONDIIFMAMIJSA SOND 
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Latest Previ Last 
oe ‘ee Glas + ag Year PRESENT POSITION AND OUTLOOK 
INDUSTRIAL PRODUCTION (b) ‘ 
oy Bete ee en ee ae | 94.7 92.8 110.9 (Continued from page 99) 
U ° A.(ba) ee er t. 90 88 111 wages of only about 750,000 workers, mostly 
, © Ryda heed ae aetna Aug. 93.6 93.2 108.0 in smaller establishments. Larger corporations 
United Kingdom............... Aus. 109.2 108.7 121.0 have for some time been well within the law's re- 
BIN. hak Cia cteke ey coer oe ens Aug 91.1 93.4 102.6 quirements, and should be benefited, rather than 
1 AR SS a a Fae oer Sona 129.7 127.6 120.5 hurt, through elimination of an exasperating type 
of competition that hitherto has been mad 
WHOLESALE PRICES (h)....... Sept. 78.3 78.1 $5.61 Ee cay by swentae Uber pp at 
COST OF LIVING (d) hae eae 
WIND Fo os oso oe Sos eee sk Sept. 85.9 85.9 89.4 
ORS cc ER ERS RE REE. Sept. 80.4 80.1 87.6 Despite the war scare drop in September, new 
Menies as i cker Sept. 86.6 86.6 88.6 | o stall tei e Neal 
' rporate capital raised through flotation of 
Clothing. st eeeseteeeeeeaeeens Sept. 73.3 73.4 78.5 securities totaled $340,000,000 during the third 
Fuel and Fe 8 FEO Pang ee BAD, Sept. 85.0 84.4 85.0 quarter, compared with only $249,000,000 for 
Sundries ol Biel Uicgies Se RSS o Sept. 96.8 96.9 97.9 the second quarter and a mere $111,000,000 in 
Purchasing value of dollar....... Sept 116.4 116.4 111.5 the first quarter. Owing to belated heavy mar- 
ketings of crops and livestock, farm income 
NATIONAL INCOME (cm)t....| Sept 5,474 4,983 6,011 during September was only 1% ae last year, 
inst a nine months’ decline o 
CASH FARM INCOME} or : 
Farm Marketing Ee pay ae Sept. $737 $614 $816 eee ee 
ee Gov't Payments....... oe 764 629 821 
otal, First 9 Months........... ept eS be elma 6,170 : : ; 
Paces Received by Fanner (ee)..| - Sept. 95 92 118 According to the latest available figures, raw 
Prices Paid by Farmers (ee)...... Sept. 122 122 130 material prices ot Paage! only 8% below last 
Cae * : year, wholesale prices are down 8.6%, retail 
Ratio: Prices Received to Prices = j ht at 
i Sept 78 15 91 prices are off 7.6%, while the cost of living is 
, qs : i about 4% less me a en (including a 2.2% 
easing in rents). ile unseasonably warm 
leita s..| Sent 75.3 71.8 996.3 | wonton har aahd back sete rade ‘duling the 
Non-durable Goods. .......... Sept. 101.8 99.0 111.5 past em tn pon ab — “og - 
are bound to bring expanding sales with the 
FACTORY PAYROLLS (f)...... Sept. 80.7 ee ee eee arctan lly 
(not adjusted) Pisses) : : rae? 
compared with a nine months’ decline of 6.3%, 
RETAIL TRADE while variety store sales were 5.5% lower 
‘estes Store Sales (f)....... Sept. 86 83 94 than last year. 
Chain Store Sales (g)........... Sept. 109.0 106.0 117.0 ea 
Variety Store Sales (g)......... Sept. 115.0 109.4 121.0 
Rural Retail Sales (j)........... Sept. 122.4 114.2 131.7 Carloadin ‘oct i 
plight gs are the heaviest in nearly a year, 
Retail Prices (s) as of........... Sept. 89.0 89.0 96.6 and the decline below last year has narrowed to 
FOREIGN TRADE ‘ 4%. Truck loadings show an even faster pick- 
Merchandise Exportst.......... Sept. $246.4 $230.6 $296.6 up with September loadings 2.1% ahead of 1937. 
Cumulative year's totalf......... Sept. GAOR 8: .. ke. 2,378.4 Expanding traffic mney lead to the payment of 
Merchandise Importst.......... Sept. 167.7 140.8 233.1 more year-end dividends by leading railroads 
Cumulative year's totalf........ Sept. TA95.0 2 SK: 2,427.4 than had been expected earlier. It is believed 
that the Government, following settlement of the 
RAILROAD EARNINGS tailroad wage controversy, will make it possible 
Total Operating Revenues*..... 1st 9 ms. $2,571,034 _....... $3,174,642 for the carriers to acquire new equipment on 
Total Operating Expenditures*..|1st 9 ms. 2,015,859 ...... 2,356,058 easy financial terms. Several roads would be in- 
TONOET Sack kk Settee eee eeees 19 ms. (250 eeO ow kee 249,224 terested in lease-purchase agreements involving 
a Rwy. meme Income*.../ist9 ms. 205,074  ....:. 470,830 a per diem payment with little initial cash outlay. 
perating Ratio %............ 1st 9 ms. WMS so kay eas 74.2 
Rate of Return %.............. 1st 9 ms. TAG. Gace 2.54 es es 8 
cag Contract Awards (k) AGS Senne Pe ce Construction contracts awarded during 
Beside ai if Jesper has hh pli edh’ eg 99.6 ans rs September in 37 States east of the Rockies totaled 
Pere’? Saat s tad e5a9.00 88 wate . : 5. $301,000,000, 46% greater than for the like 
Public Works and Utilityt...... Sept. 109.3 125.1 65.3 month of 1937. Residential awards were 
Non-Residentialf.............. Sept. 92.0 87.3 76.2 about one level with Auaust; but | d 52% 
Publicly Financedt............ Sept. 160.1 171.1 79.6 : chews Penspribtaeg athe ivr 
. ‘ ahead of last year. ‘ Dollar totals for residential 
Privately Financedt............ Sept. 140.8 142.0 127.5 contracts amounted to $155,000,000 for the 
Building Permits (c) first quarter, $244,000,000 for the second quarter 
Pd Cite 62 es ace. Sept. $77.8 $73.7 72.3 | and $288,000,000 for the third quarter. Con- 
New York Cityf........0.c000: Sept. 24.0 27.3 14,5 | struction financing this year by leading life in- 
eth CRS. oka 2. 5a Sept. 101.8 101.0 86.8 | surance companies is expected to establish a 
~ " six years’ peak, a large part of this consisting of 
Engineering Contracts (En)}{..... Sept. $289.7 $236.3 $210.6 FHA business. Mass housing developments are 
CONSTRUCTION COST INDEX arousing the interest of builders throughout the 
(En) 1913—100..........5.... Oct. 234.3 932.7 241.9 | Souney- 
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Latest Previous Last 
Date Month Month Vises PRESENT POSITION AND OUTLOOK 
STEEL 
Ingot Production in tons* Sept. 2,658 2,547 4,290 Again the automobile industry: blazes the 
Pig Iron Production in tons*....| Sept. 1,680 1,494 3,410 way to recovery by lowering prices, raising wages, 
Shipments, U. S. Steel in tons*..| Sept. 577.7 558.6 1,048 improving the product and speeding up produc- 
vce tion to meet the resulting expansion in sales. 
A With assemblies now at the best level of the year, 
Production the total for October is believed to have ap- 
Factory Sales Sept. 83,534 90,484 171,213 proached 250,000 cars and trucks in the U. S. and 
Total 1st 9 Months Sept. 1,425,479 3,692,809 Canada, and there are prospects that output during 
— Sales es November may reach 350,000, with a 4,000,000 
fassenger Cars, U. S. (p) Aug. 127,955 306,958 goal for 1939. 
Trucks, U. S. (p) Aug. 34,231 33,475 60,260 
PAPER (Newsprint) 
Production, U. S. & Canada* (tons).| Sept. 300.3 287.7 390.0 Reflecting the temporary business unsettlement 
Shipments, U. S. & Canada* (tons).| Sept. 304.7 270.7 380.4 caused by floods and war scares, both the tobacco 
Mill Stocks, U.S. & Canada* (tons).| Sept. 214.5 218.9 111.0 and the machine tool industries report small re- 
cessions for September. Cigarette withdrawals 
LIQUOR (Whisky) were about 1% under the like period of 1937, 
Production, Gals. * Sept. 4,997 4,217 8,349 against a nine months’ increase of nearly 1%; 
Withdrawn, Gals. * Sept. 5,837 4,226 6,343 while machine tool orders were 3% less than 
Stocks, Gals. * Sept. 30 468,480 469,451 450,962 for August, and 44% below September of last 
year. 
GENERAL 
Machine Tool Orders (n) Sept. 117.4 120.9 210.7 
Railway Equipment Orders (Ry) 
Locomotive Sept. 5 18 8 Newsprint production in the U. S. and Canada 
Freight Cars Sept. 1,079 303 1,195 during September was 23% below last year, with 
Passenger Cars Sept. 11 None None stocks at mills showing a 5% increase as of Sep- 
Cigarette Production t Sept. 14,711 15,892 14,854 tember 30. Producers are expected to hold the 
Bituminous Coal Production * (tons).| Sept. 32,010 28,710 39,177 price at $50 during 1939. Whisky production 
Boot and Shoe Production Prs.*...) Aug. 41,644 30,552 38,661 during September was 40% below last year; yet 
Portland Cement Shipments * Sept. 11,716 11,823 12,773 stocks of all spirituous liquors on September 30 
were 6% above 1937. 
COMMERCIAL FAILURES (c)..! Sept. 866 974 564 
WEEKLY INDICATORS 
Latest Previous Year 
Week Week bse PRESENT POSITION AND OUTLOOK 
ga’ sien cee | ieee cece! & Mee 
TRANSPORTATION in electric power output has narrowed to 
Carloadings, total 22 705,698 726,612 770,156 | sound 3%. Plans for integration of Utility sys- 
99 46.496 43.193 36.440 tems under holding company section of the Util- 
yp 99 127,999 137,321 157,045 ities Act are fast assuming concrete form, and 
announcement is expected shortly of a billion 
pick- [Se Saree 32,569 32,734 , | in furth 
37 Manufacturing & Miscellaneous... . ; 22 904,197. 203,062 305,768 | “eter teem Bie comharton progent & See 
937. tot Widke 29 159.437 160,043 169.054 ance of national defense—expenditures, financed 
nt of ahd | , : : where necessary with RFC credit aid, to be spread 
oads hree- iod, with initial. outl f 
? STEEL PRICES over three-year period, outlay o 
— Pig lron $ per ton (m) . 25 20.61 20.61 23.25 around ig gy The Re eye a 
ssible Scrap $ per ton (m) .25 = 14.17 14.25 14a eee ae ee 
“ye Finished ¢ per Ib. (m) .25 = 2.986.911 2,519, | Se emeey ie Segoe eee 
e in- oo € oe 
. STEEL OPERATIONS , : 
sIving , Next year's outlook for the steel industry has 
utlay. % of Capacity week ended (m).... - 29 54.0 51.0 52.0 been much improved through ending of the price 
war and restoration of destructive price cuts on 
CAPITAL GOODS ACTIVITY sheets; but many companies will have a consider- 
(m) week ended . 22 73.2 68.7 82.5 .able volume of low priced orders to work off 
Juring during current quarter. 
PETROLEUM 
“oe Average Daily Production bbls.*. . . 22 3,247 3,272 3,613 SANG tra 
ioe Crude Runs to Stills Avge. bbls. *.. . 22 3,230 3,310 3,388 Considerable improvement in the oil industry's 
52% Total Gasoline Stocks bbls. * .22 67,695 68,426 67,266 statistical position has taken place suddenly since 
ential Gas and Fuel Oil Stocks bbls. *... . .22 152,796 152,648 119,047 President Roosevelt indicated his approval of 
ithe Crude—Mid-Cont. $ per bbl . 29 1.68 1.68 2.35 Government regulation of refining. Self regula- 
pane ie Crude—Pennsylvania $ per bbls.. . . . 29 1.02 1.02 1.27 tion, if attainable, is preferable to political inter- 
. Gasoline—Refinery $ per gal Oct. 29 061% 061% .075@| ference. 
ife in- 
lish a t—Millions. *—Thousands. (b)—Annalist Index 1928—100. (ba)—Federal Reserve 1923-25—100. (c)—Dun & Bradstreets. 
ing of (cm)—Dept. of Commerce estimates of income paid out. (d)—Nat. Ind. Conf. Bd. 1923—100. (e)—Dept. of Agric., 1924-29—100. (ee)— 
nts are Dept. of Agric., 1909-14—100. (f)—1923-25—100. (g)—Chain Store Age 1929-31—100. (h)—U.S.B.L.S. 1926—100. (j)—Ad- 


justed—1929-31—100. (k}—F. W. Dodge Corp. (m)—lron Age. (n)}—1926—100. (pl)—Preliminary. (s)—Fairchild Index, Dec., 


ut the 
1930—100. (En)—Engineering News Record. (Ry)—Railway Age. 
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would seem to confirm the belief that manufacturers and 
processors may formulate plans without fear of any serious 
set-back in the price of raw materials. The probabilities are 
that the next several months will witness firm to moderately 
higher commodity prices, resulting from a further reduction 
of supplies in primary sources and gradually increased con- 
sumption, rather than a rapid advance accompanied by 





Trend of Commodities 


Underlying strength in the commodity price structure speculative buying. There has as yet been no disposition 





on the part of most buyers to anticipate their needs 
much in excess of immediate demands based on orders at 
hand, and in some quarters some skepticism is still felt over 
the effectiveness of the current recovery movement. This 
attitude based in most cases on one's own business is under- 
standable. Business recovery in its early stages is always 
ragged and lacking in uniformity. 
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Wi ia ates Hae hie tae aN pod dow 2 
SSE OS Re aah aan celia “ate 
i Sel in 65.7 up 0.1 
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RGAE Be TEES SAB ot EO 95.4 down 0.3 
Building Material...................... 29.8 up 0.1 
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Latest Previous Year 
Date Wk. or Mo. Wk. or Mo. Ano PRESENT POSITION AND OUTLOOK 
COTTON 
Price cents per pound, closing Cotton. Prices have ruled firm to moderately 
(SEES LS ge ee Soe eS Oct. 29 8.55 8.47 8.12 higher, reflecting, however, nothing more con- 
ONES UCR BS pasa Oct. 29 8.42 8.40 8.16 structive than the heavy movement of cotton into 
Me se een bk co SG uber Oct. 29 8.93 8.75 8.24 the Government's loan stocks. Late estimates in- 
(In bales 000's) dicate that considerably more than 2,000,000 
Visible Supply, World........... Oct. 28 9,802 9,638 8,029 bales have in this manner been removed from the 
Takings, World, wk. end.......... Oct. 28 359 370 433 commercial markets. It is also believed that a con- 
Total Takings, season Aug. 1 to....| Oct. 28 3,850 3,491 3,740 siderable quantity of cotton is being withheld 
Consumption, U.S.............. Sept. 534 561 601 from the market either in anticipation of higher 
Exports, wk. end. ....<...+...... Oct. 28 82 96 229 prices or better loan terms. Further price ad- 
Total Exports, season Aug. 1 to..../ Oct. 28 1,004 923 1,554 vances are likely to be small. 
Goverment Crop Est............ Oct. 1 12,912 11,825 18,946(e) Se eee 
Active Spindles (000's).......... Sept. 22,188 22,153 23,889 
| Wheat. Lower estimates of the Australian 
WHEAT | crop and reports of frost damage in Argentina 
Price cents per bu. Chi. closing | resulted in some strengthening in domestic prices. 
See OR Ges ap a ee rae Oct. 29 64 66 96 | Actually the world prospect has not altered suf- 
a) Coors eae Oct. 29 663%, 68 95% | ficiently to preclude the possibility that the cur- 
Exports bu. (000's) since July 1 to.; Oct. 22 57,068 49,812 39,121 rent carry-over will be the second largest on rec- 
Exports bu. (000's) wk. end....... Oct. 22 7,256 3,484 2,397 ord. Rumors persist of a higher Government loan. 
Visible Supply bu (000's) as of....| Oct. 22 126,587 124,972 ...... Statistically, there is little prospect of materially 
Gov't Crop Est. bu (000's)........ i 940,229 937,000 873,993(e)| higher prices in the near future. 
CORN ee ee 
Price cents per bu. Chi. closing Corn. Prices have rallied. Exports have again 
December.......--.---+-.+5+5 Oct. 29 441, 465g 59 picked up. Like wheat, however, corn appears 
May. ...-seeeeeeeereeseeeeee Oct. 29 48% 50 59536 | to be under the influence of rumors of a 57-cent 
Exports bu. (000's) since July 1 to.} Oct. 22 46,126 45,451 531 loan after December 1. Hope of a larger loan is 
Visible Supply bu (000's) as of...) Oct. 22 16,728 94 TI ss probably holding corn at the farm which otherwise 
Gov't Crop Est. bu. (000's)....... Oct. 1 2,459,316 2,454,500 2,644,995 wouldd-ccmne on tie market. 
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COPPER 
Price cents per Ib. | 
REDS Sa a Be a Be Oct. 29 11.25 11.25 1134-12 
ESS BG EE IES PRIS Oct. 29 11.35 11.10 11.05 | 
Refined Prod., Domestic (tons)... .. Sept. 45,808 38,053 90,980 | 
Refined Del., Domestic (tons)... .. Sept. 53,637 48,071 66,230 | 
Refined Stocks, Domestic (tons)....| Sept. 293,080 315,191 144,320 | 
Refined Prod., World (tons)....... Sept. 153,865 148,908 197,320 | 
Refined Del., World (tons)........ Sept. 190,935 177,580 183,900 | 
Refined Stocks, World (tons)...... Sept 457,454 494,524 344,730 
TIN | 
Price cents per lb., N. ¥.......... Oct. 29 461%, 45% 495f| 
Tin Plate, price $ per box......... Oct. 29 5.35 5.35 5.35 | 
World Visible Supplyf........... Sept.30 32,476 32,251 23,014 
LES DGUVONGET <6 6s stenoses ss Sept. 4,465 3,775 8,245 | 
U. S. Visible Supplyf............ Sept. 30 4,573 5,232 3,538 | 
LEAD 
Price cents per Ib., N. Y.........-| Oct. 29 5.10 5.10 5.50 | 
U. S. Production (tons)........... Sept 27,508 25,547 41,046 
U. S. Shipments (tons)...........- Sept. 39,026 38,343 53,850 | 
Stocks (tons) U. S., as of .........- Sept. 30 131,353 142,868 90,742 | 
ZINC 
Price cents per Ib., St. Louis....... Oct. 29 5.05 5.05 By 
U. S. Production (tons)..........- Sept. 32,328 32,296 50,030 | 
U. S. Shipments (tons)..........-. Sept. 43,582 36,507 41,740 
Stocks (tons) U. S., as of.......... Sept. 130,743 141,997 13,520 | 
SILK 
Price $ per Ib. Japan xx crack..... Oct. 29 1.87-1.92 1.86-1.91 1.73-1.78 
Mill Dels. U. S. (bales), season to..} Oct. 1 109,941 71,097 101,328 | 
Mill Deliveries U. S. (bales)....... Sept. 38,844 38,504 36,372 | 
Visible Stocks N. Y. (bales) as of..| Sept. 30 40,711 39,747 43,957 
Visible Stocks, World (bales) as of.| Sept. 30 142,511 135,347 152,857 | 
RAYON (Yarn) | 
Price cents per Ib...............- Oct. 29 51.0 51.0 63.0 | 
CERNE 556 ors co sreieie-n jes Sept. 874 877 562 
All Rayon—Month's Supply...... Sept. 1.8 2.3 0.5 
WOOL 
Price cents per Ib. territory fine....| Odct. 29 71-73 71-73 95-95 
HIDES 
Price cents per Ib. hvy. native Chi..} Oct. 29 1444 14 18 | 
Visible Stocks (000's) (b) as of....} Aug. 31 13,358 13,865 14,680 | 
No. of Mos. Supply as of......... Aug. 31 7.6 8.8 7.6 
RUBBER 
Price cents perlb................ Oct. 29 16% 164, 16 | 
SS Th OSCR eae tee Sept. 37,374 31,099 56,049 | 
4 Consumption, U. S.f.........---- Sept. 37,823 38,170 43,945 | 
Sane 0s ae BE Olen wo nike sd sg 5 cies Sept. 30 276,586 277,463 186,193 | 
Tire Production (000’s)........... Sept. 3,970 4,093 4,384 
Tire Shipments (000's)..........-. Sept. 3,943 4,046 3,512 | 
Tire Inventory (000's) as of ......... Sept. 8,406 8,330 11,615 | 
COFFEE 
Price cents per Ib. (c)..........-- Oct. 29 134-8, 734-84, 1134-114 
Imports (bags 000's)..........--- Sept. 1,168 BOIG. = see | 
Imports, season to..........----- Sept. Gaevle 2,299 | 
U. S. Visible Supply (bags 000's)..| Oct. 1 1,478 1,404 1,267 
SUGAR 
Price cents per Ib. 
Domestic No. 3 Jan........... Oct. 29 2.06 2.04 2.33 
Duty free delivered............ Oct. 29 3.05 3.10 3.20 
Refined (Immediate Shipment)...| Oct. 29 4.15 4.15 4.86 
U.S. Deliveries (000's)*.......... Set Dimas A ae 5,337 
U. S. Stocks (000's)* as of (f).....} Sept. 30 :., Saae eere 463 








Copper. in the long run the action of the In- 
ternational Copper Cartel in removing all restric- 
tions on production may prove to be in the best 
interests of all concerned. Runaway prices have 
in the past been followed by disastrous conse- 
quences. Orderly price rises predicated upon 
natural supply-demand factors are much more 
desirable. A decline in domestic stocks of as 
much as 35,000 tons in October is forecast. 


+ * + 
Tin. Prices continue to hold in a narrow range 
near their recent highs. Demand, however, re- 
mains dull with little or no disposition on the 
part of users to buy beyond immediate needs. 
Tin plate operations remain at a low level. 
« * a 
Lead. Stocks of lead again declined for the 
fourth consecutive month. The decline of 11,515 
tons in domestic supplies was much larger than had 
been previously expected, reflecting substantially 
increased shipments and lower production. Do- 
mestic demand is reported to be uniformly good 
from all major consuming sources. It appears that 
the European lead cartel will go ahead with the 
proposed 10 per cent reduciion in output. 
a eB a 
Zinc. The market has been featureless. De- 
mand is fairly active and galvanized operations 
are holding at 63% of capacity. 
3 a * 


Silk. Prices have moved somewhat higher, 
apparently reflecting a rising trend of consump- 
tion, particularly by the hosiery trade. du Pont 
has started the production of “nylon” a synthetic 
fibre which the company claims may ultimately 
displace silk, even in the manufacture of hosiery. 

* = * 


Rayon. Demand has declined, a not unusual 
development at this season of the year. Ship- 
ments, however, have exceeded production so 
that some further improvement in the statistical 
position was probably shown in October. 

* * > 


Wool. Leading fabricator has announced 
price increases on its entire line of worsted goods. 
Futures have displayed a firm tone. 

* - * 

Hides. Packers’ stocks are estimated to be 
fairly sizable but with shoe production rising little 
difficulty in absorbing these supplies is likely. 
Higher shoe prices scheduled for the near future. 

a a o 


Rubber. Domestic tire shipments in Septem- 
ber declined 2.5% under August, but current 
shipments were 12.3% larger than in September 
a year ago. Production in the latest month was 
3% under August and stocks increased slightly. 
Total stocks at the end of the month, however, 
were 27.6% under last year. 

a e 


Coffee. Prices have recovered close to their 
current highs. In the absence of any significant 
news, strength in the domestic market has been at- 
tributed to short covering by foreign interests. 

* i. o 


Sugar. September deliveries were 694,853 
short tons, against 551,279 a year ago. Total 
shipments for the nine months were 435,100 tons 
under a year ago. A substantial pick-up in final 
quarter deliveries is being counted on to bring 
the year’s total up to 6,500,000 short tons. With 
the benefit of rising consumption moderately 
higher prices could probably be supported. 

















t-——-Long tons. *—Short tons. 








(a)—Expressed in % (1923-25—100). 





(c)—Santos No. 4N. Y. 


(e)—1937 Harvest. 


(f}—Refiners’ stocks of raw and refined. 
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Money and 


Banking 











Federal Reserve Banks 
Member Bank Reserve Balance... 


Oct. 26 8,740 


8,693 6,951 








Money in Circulation. ......... Oct. 26 6,654 6,668 6,519 
SNE DRIER, Saisie din cip RA e506 Oct.26 14,051 14,008 12,801 
Treasury Currency............. Oct. 26 2,149 2,746 2,607 
SOGHUEY GBUN 6 isis sc ocuhs 5-05 Oct. 26 2,767 2,770 3,666 
Excess Reserves. ..........++5- Oct. 26 3,280 3,270 1,073 
Latest Last Year 

Month Month Ago 

NEW FINANCING (millions of $) 

5 ESE RAS SIN SMa RRNA oa Sept. 110.0 335.8 152.9 
Ee SS ERAS ee Ln Sept. 60.9 124.7 113.5 
ANNI <i 0G saw) K gvmwnes Sept. 49.1 211.1 39.4 





Latest Previous Year 
Date Week Week Ago COMMENT 
INTEREST RATES 
Time Money (60-90 days)........ Oct. 31 114% 114% 144% 
Prime Commercial Paper.......... Oct.31 %%-1% H%e-1% 1% From the evidence of the last two statements of 
Cot DADRO ois oho ccs ceed oy 880s Oct. 31 1% 1% 1% New York City Member Banks it would ap- 
Re-discount Rate, N. ¥Y........... Oct. 31 1% 1% 1% pear that whatever expansion in commercial bor- 
rowings is to take place this year has already oc- 
CREDIT (millions of $) curred. The seasonal peak of commercial borrow- 
Bank Clearings (outside N. Y.)..... Oct. 15 2,377 2,485 2,672 ings is usually reached in October. In the last 
Cumulative year's total to......... Ce 35 2-93;576) oe 109,118 fortnight loans to business by New York banks 
Bank Clearings, N. ¥......--.+-.- Oct. 15 3,441 3,812 3,318 have declined $10,000,000 after having shown 
Cumulative year's total to......... Oct.15 129,092 ........ 152,250 only a modest gain. New long term financing, 
F. R. Member Banks rapidly rising bank deposits and liquidation of in- 
Loans and Investments.......... Oct.19 21,314 21,295 21,890 ventories have obviated the necessity of large 
Commercial, Agr., Ind. Loans...} Oct. 19 3,908 3,924 4,837 bank borrowings on the part of industry and com- 
Brokers Loans..........-.-.++: Oct. 19 665 653 1,019 merce. In the circumstances, it is worth reiterating 
Invest. in U. S. Gov'ts......... Oct. 19 8,074 8,053 7,896 that the failure of bank loans to show any con- 
Invest. in Gov't Gtd. Securities...| Oct. 19 1,684 1,678 1,132 siderable gain at this time cannot be arbitrarily 
Other Securities............... Oct. 19 3,286 3,292 2,949 accepted as conclusive evidence of a halting busi- 
Demand Deposits........:....- Oct.19 15,755 15,604 14,789 ness recovery. Meanwhile the slack in commercial 
pe ee per er ree Oct. 19 5,164 5,163 5,285 borrowings is being taken up by brokers loans, 
New York City Member Banks which in the past three weeks have gained 
Total Loans and Invest.......... Oct. 26 7,885 7,795 7,914 $75,000,000 in response to increasing stock 
Comm'l, Ind. and Agr. Loans....| Oct.26 1,444 1,445 1,884 | market activity. 
Brokers Loans...........-+.+-- Oct. 26 571 539 779 Pts 
Invest. in U. S. Gov'ts.......... Oct. 26 2,918 2,887 2,849 ; 
Invest. in Gov't Gtd. Securities...| Oct. 26 806 801 389 
Other Securities...........---- Oct. 26 1,193 1,175 914 Excess reserves of all Member Banks continue 
Demand Deposits..........---- Oct. 26 6,732 6,657 5,941 to rise, the most recent figure of $3,280,000,000 
Time Deposits..........---++++ Oct. 26 618 619 734 | comparing with the record high of $3,304,000,000 


reached in December 1935. But it is quite prob- 
able that excess reserves will pass the $4,000,- 
000,000 mark early next year, following the 
Christmas peak of currency circulation. More- 
over, gold is still moving into the United States, 
which coupled with Treasury expenditures and 
the issuance of gold certificates against gold pre- 
viously sterilized all have the effect of adding to 
swollen reserves. Nor, in view of the disastrous 
consequences which attended the Government's 
previous attempt to stem credit inflation, is it 
thought likely that anything will be done in the 
near future to restrict the rise in excess reserves. 











POSITION OF FOREIGN BANKS 























Oct. 26, 1938 Oct. 27, 1937 COMMENT 

BANK OF ENGLAND ~ Business news from Great Britain reflects the un- 
OAL L a Ee SD £482,481 ,000 £483,148,000 easiness over the persistent weakness in the pound. 
Public Deposits. ................ 25,039,000 32,174,000 While sterling quotations firmed somewhat at 
Private Deposits................. 135,922,000 124,274,000 the close of the past week, there is nothing to in- 
Bankers Accounts. ............., 100,421,000 87,679,000 dicate that the decline has been more than tempor- 
Other Accounts....... hea aes ies 35,501,000 36,595,000 arily arrested. Great Britain on the one hand is 
Government Securities............ 107,581,000 100,238,000 pushing her rearmament program with increasing 
Other Securities................. 25,766,000 29,018,000 vigor, while on the other automobile production 
Discount and Advances........... 4,137,000 8,109,000 and building activity continue to decline. Re- 
Deas 5025 VV aS ok co chen a ve 21,609,000 20,909,000 ports are again current that the British-American 
ERG oT ey Cee 45,295,000 44,876,000 trade treaty has hit a snag. 
Gules eel DUM ss voasics aes: 327,776,000 328,024,000 Hee Bee, 

Every effort is going to be put forth by Daladier 

BANK OF FRANCE Oct. 21, 1938 Oct. 22, 1937 to revive French industry. The existing laws gov- 
Gold Holdings. .........-.-.005. Fr.55,808,000,000 Fr.55,805,000,000 ering employer-employee relations, and which 
Credit Balances Abroad.......... 735,000,000 15,000,000 have imposed such a heavy burden upon produc- 
Bills on France...) 2.202 5....00645 14,730,000,000 9,568,000,000 tion, are likely to be considerably modified. To 
Wheat Office Bills............... Tee Ge 00 Aes further encourage business, the government is 
Advance Against Securities....... 3,847,000,000 3,714,000,000 offering tax rebates for increased production or 
Note Circulation. ............... 110,555,000,000 90,100,000,000 larger exports. Pleading the dire need of increased 
Credit Current Accounts.......... 26,588,000,000 17,870,000,000 production as a national defense measure, Daladier 
Temp. Advs. to State............ 48,133,000,000 26,918,000,000 may well succeed in instituting sweeping and con- 
Gold on Hand to Sight Liabilities. . 40.69% 51.69% structive changes. 
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POSITION OF FOREIGN BANKS—Continued 





GERMAN REICHSBANK 
Gold and Bullion 
Of Which Deposits Abroad 
Reserve in Foreign Currency 
Bills of Exchange & Checks 


Notes in Circulation 

Other Daily Matured Obligations. . 

Other Liabilities 

Proportion of Gold & Foreign Cur- 
rency to Note Circulation 


Oct. 22, 1938 
Rm.70,773,000 
10,625,000 
5,953,000 
6,737,843,000 
847,584,000 
1,158,778,000 
7,040,400,000 
922,790,000 
381,766,000 


1.08% 


Oct. 23, 1937 
Rm.70,054,000 
20,055,000 
5,922,000 
4,843,695,000 
397,459,000 
747,552,000 
4,712,885,000 
626,520,000 
310,212,000 


1.61% 





BANK OF CANADA 
Reserve Gold, Coin & Bullion 
Silver Bullion 
Reserve in Sterl. & U. S. Dollars... . 
Subsidiary Coin 
Dom. & Prov. Gov't Short Term Se- 
curities 
Other Dom. & Prov. Securities 
Other Securities 
Note Circulation 
Deposits—Dom. Gov't 
Chartered Banks 
Res. to Note & Dep. Liabilities... . 








Oct. 26, 1938 
$181,371 ,000 


41,082,000 
170,000 


166,666,000 
45,015,000 


178,582,000 
30,930,000 
229,786,000 
51.17% 


Oct. 27, 1937 
$179,533,000 
2,648,000 
26,170,000 
83,000 


76,282,000 
96,851,000 
12,192,000 
160,706,000 
31,226,000 
191,631,000 
54.18% 








Germany is energetically proceeding with ar- 
rangements to increase foreign trade under the 
barter system. Recent reports have hinted the 
possibility that agreements will be shortly con- 
cluded with Turkey, Bulgaria and Yugoslavia. 
Germany will build roads and communication 
systems in return for ores and agricultural supplies. 
Loans also may be granted to these countries. 
Agreements have been concluded with Rumania. 
involving increased shipments of grain and com to 
Germany. 


Business reports from Canada are becoming in- 
creasingly favorable. Current grain loadings have 
been running 60% ahead of last year and 15% 
heavier than in 1936. Construction is active; 
newsprint shipments are likely to increase; and 
mining continues active. Equipment makers are 
anticipating sizable railroad orders late in the 
year. 





FOREIGN EXCHANGE IN DOLLAR TERMS 











Quotations in cents and decimals of 


a cent except pound sterling which is Oct. 28 


in dollars and cents. 





Demand 
Ld 


Cables 








Year Ago 


Oct. 28 Year Ago 


COMMENT 





Country and Par 
Great Britain ($8.2397 a sov.)....... 
Belgium (16.9502c a belga) 
Czechoslovakia (3.51¢ a crown) 
Denmark (45.374c a krone) 
Finland (4.264c a finmark) 
France (par not definite) 
Germany (40.33¢ a mark)** 
Germany (benevolent mark) 
Germany (travel mark) 
Germany (emigrant mark)t 
Germany (kredit mark)T 
Greece (2.197¢ a drachma) 
Holland (par not definite) 
Italy (5.2634¢ a lira)§ 
Norway (45.374¢ a krone) 
Poland (18.994c a zloty) 
Rumania (1.012c a leu) 
Spain (Burgos peseta)t 
Sweden (45.374c a krona) 
Switzerland (par not definite) 
Yugoslavia (2.981¢ a dinar) 
Shanghai dollars (unsettled) 
Hongkong dollars (unsettled) 
India (61.798c a rupee) 
Japan (84.39c a yen) 
Sts. Settlements (96.139c a dollar)... . 
Argentina (71.87¢ a paper peso) 4... 
Argentina (71.87c a paper peso)**... 
Brazil (20.25c¢ a paper milreis)** 
Chile (20.599c a gold peso) t 
Colombia ($1.645 a gold peso)**.... 
Mexico, peso (unsettled) t 
Peru (47.409c a sol) tf 
Uruguay ($1.751 a gold peso) 4 
Uruguay ($1.751 a gold peso)**f.... 
Venezuela (32.67c a bolivar) | 
Venezuela (32.67 a bolivar)** 





4.16% 


16.91 
3.44 
21.28 


4.969%, 
16.90% 
3.50%4 
22.161 


2.111 
2.66% 


40.07 
18.90 
21.40 
4.15 
4.95 


0.871 
54.421 
5.26% 
23.9416 


18.87 

0.74 
10.00 
24.55 
22.71 

2.38 
16.25 
29.70 
35.59 
27.79 


55.5614 


25.20 
31.75 

5.90 

5.19 
57.31 
20.75 
21.50 


40.50 - 


62.67 


31.6214 
31.62% 


4.16% 
16.91 
3.44 
21.28 
2.11% 
2.66%, 
40.07 
18.90 
21.40 
4.15 
4.95 
0.8754 
54.42% 
5.2614 
23.94%, 
18.87 
0.74 
10.00 
24.55 
99.71 
2.33 
16.25 
29.70 
35.59 
27.79 
55.5614 
25.20 
31.75 
5.90 
5.19 
57.31 
20.75 
21.50 
40.50 
62.67 
31.6214 
31.621 


4.964% 
16.9034 
3.5014 
22.161 





Although foreign exchange markets at the close 
of the past week were fairly firm and without par- 
ticular feature, previously the renewed weakness 
in sterling had aroused no little concem, not only 
abroad but in the United States as well. Ordi- 
narily the British Equalization Account makes no 
attempt to prevent the pound from declining, 
merely confining its efforts to prevent sharp day- 
to-day fluctuations. It appears, however, that the 
Equalization Account has been more than ordi- 
narily active. According to reliable estimates 
the Equalization Account has lost more than half 
of its gold holdings since the end of last March. 
The pound which stood at $4.90 just prior to the 
European war scare, broke late in September to 
$4.60, recovered sharply following the Munich 
pact, and has since declined to around $4.77. 
it is no secret that Washington is not particularly 
pleased with this state of affairs but there is not 
much to be done about it. Efforts of the Equal- 
ization Account to retard the decline in sterling 
have resulted in large shipments of gold to the 
United States, with a corresponding increase in 
our already swollen reserves. Continued efforts 
along the same lines would have similar conse- 
quences, unless the Treasury again resorted to 
gold desterilization, in which event the Govern- 
ment would be compelled to borrow to pay for 
the gold, at a time when our national debt stands 
at record proportions. Meanwhile, of course, 
the decline in sterling is not helping our export 
trade and will sooner or later have an effect on 
the prices of commodities entering into world 
trade. A solution to the problem would seem to 
require financial and political statesmanship of 
the highest order. 





t—Nominal quotations. 


{—Free rate. 


**_Official rate. 


§—Travel Lira 4.75c, 
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Security Statistics 





THE MAGAZINE OF WALL STREET COMMON STOCK INDEX 
1938 Indexes COMMENTS 





1937 Indexes 
0.0 : oe : 
; With activity concentrated in lower- 
High Low Issues (1925 Close—100) High Low Oct.15 Oct. 22 Oct. 29 sdeaik tier dik thas puck Vedalilt, cur 


122.0 54.3 330 COMBINEDAVERAGE 77.8 44.2 72.4 77.8h 172.7 willie aden ak Wb tiead eotienwin = Bara 


.4 poi i he year 
253.3 111.4 5 Agricultural Implements.. 133.9 88.5 120.5 120.6 117.4 || SPurted 5.4 points to anew high for the ye 
72.6 34.0 ; ae ae ay eh | Oe ee ee tee. 
146.6 52.1 16 Automobile Accessories. 91.0 43.1. 85.4 91.0h 85.0 || Volume during the week. of advancing 
30.1 8.9 12 Automobiles a 3 ek te ee ee eee ane, 

178.0 73.4 9 Aviation (1927Cl.—100) 146.0 75.2 130.4 146.0h 149.9 || the Reaviest since June, and then contracted 
2S 9.3 3Baking(1926C.—100). 161 69 147 148 146 | © 9OMI00D shares curing the ensuing 

308.6 135.4 3 Business Machines 3 1202 1949 1946 187.5 || week of relapse. Granting that “every 

947.17 132.6 9 Chemicals é 111.6 1708h 169.5 1666 dog must have its day, it must —— 
88.3 32.9 18 Construction oe ee. a ee ne 

361.0 193.4 5 Containers.............. 0 173.8 245.0h 241.7 236.6 || 's not particularly inspiring. 

217.3 75.3 9 Copper & Brass ‘ 60.0 129.6h 122.8 119.6 
43.0 24.5 2 Dairy Products A 21.8 25.9 25.6 24.6 ee. ’ * 
42.7 15.2 9 Department Stores. F 12.2 25.8 26.9h 25.5 

108.8 45.2 9 Drugs & Toilet Articles... E 40.1 53.7 57.3 59.3h During the fortnight ended Oct. 29, the 

388.4 182.6 2 Finance Companies ; 158.1 306.5 314.3h 299.6 Combined Average and 21 of its 42 sub- 
1.9 37.5 1Food — ; oe bi Aa pial groups ae highs for the current 
53.2 25.9 4 Food Stores 5 i § 0.7 year—15 of the peaks being registered dur- 

' $292.3 46.4 4 Fumiture & Floor Covering 69.1 36.9 69.1 68.9 66.5 ing the week ended Oct. 22, and the re- 
1160.6 894.0 3 Gold Mining 953.7 1214.9 1210.5 1226.2 maining 6 during the following week while 

58.6 25.8 6 Investment Trusts 21.1 31.4 31.1 30.2 the market as a whole was reactionary. The 
317.8 167.2 4 Liquor (1932 Cl—100).. 211 9 140.7 197.6 211.2 211.9h || 6 groups which rose to new highs while the 
; 209.8 97.8 9 Machinery 77.6 133.5 133.9h 133.8 rest of the market was reactionary, thereby 
104.3 53.8 2 Mail ee ‘ art va peg rene 80.4 || displaying technical strength, were the 
109.6 : 4 Meat Packing.........-- : f 54.1 if 52.1 Amusements, Drugs & Toilet Articles, 
334.1 6 15 Metals, non-Ferrous ‘ 116.0 195.9h 188.8 181.5 Food Stores (due to waning of anti-chain 
26.5 : J rh pi . hg oe ~ agitation), Liquor (prompted by sea- 
158.8 .8 23 Petroleum . . 5. 101. 7. sonal pick-up in sales), Paper and Public 
114.9 .5 18 Public Utilities J 38.8 64.6 62.8 65.6h || Utilities. 
31.7 13.3 4 Radio (1927 Cl.—100)... 9 103 182 18.9h 183 Mle 
112.9 ‘ 9 Railroad eave F 28.2 48.9 52.4h 51.7 
oe .2 23 Railroads. . ted : — — pe —; Seven of the industrial subgroups dis- 
87.6 34.9 3 Shipbuilding 9 96.1 659 «enh 40.0 || HNVOd Fons mage technical srength by 
rising to levels that antedate the “bench 
165.6 5 13 a & lron 5 — ip “op a mark'" (Sept 18, 1937) attained by the 
45.2 : : : ‘ : 0 Combined Average. Food Brands reached 
171.2 ; . 118.6 150.7 151.9 146.7 the highest level since 1931. Aviation 
85.3 : 3 Telephone & Telegraph... . 37.6 57.2 56.6 53.8 ER 
f and Shipbuilding reached the best levels 
91.8 : 7 Textiles : 27.9 46.5 48.0. 45.4 ; April 14, 1937. Fi C 
29.2 10.7 4 Tires & Rubber Ae 9). wma he. a a: glia ssel 
63.8 83.3 84.1 83.3 panies, Tires and the New York Tractions 
99.4 : , 1 5. 6 39.5 3 40h 33.9 were the highest since Sept. 4, 1937; while 
1.9 ‘ 4V St : 1 46.0 9939 93 6. 6h 94 95 Variety Stores did the best since Sept. 11, 
9 Variety Stores 937 Cl— 7 : : ‘ : 1937. Automobile Accessories, Con- 
22 Unclassifi struction and Department Stores reached the 


100) OOF 127-9 192-9" 193.3 same bench market as the Combined Aver- 
H—New HIGH record since 1931. h—New HIGH this year. cee age. A\ll other groups are still behind the 


DAILY INDEX OF SECURITIES market. 


N. Y. N. Y. Times 
Times Dow-Jones Avgs. —50 Stocks—— 
40 Bonds 30 Indus. 20 Rails High Low 
_ Monday, Oct. 17... 71.66 150.81 30.33 10819 106.22 2,593,960 
Tuesday, Oct. 18... 71.67 152.10 30.63 107.24 104.73 2,408,280 
Wednesday, Oct.19 71.63 152.02 30.71 107.62 104.85 2,433,890 
Thursday, Oct. 20... 71.63 151.52 30.99 106.32 10483 1,616,190 
Friday, Oct. 21.... 71.84 152.15 31.13 107.26 105.93 1,715,370 
Saturday, Oct. 22... 71.99 154.11 31.59 108.02 106.48 1,126,530 
Monday, Oct.24... 72.08 154.12 31.73 108.58 107.98 1,678,350 
_ Tuesday, Oct. 25... 72.12 154.17 32.00 108.58 107.41 1,487,900 
| Wednesday, Oct.26 71.99 152.40 31.58 107.52 105.83 1,702,180 
Thursday, Oct. 27... 72.04 159.69 31.94 107.96 106.18 1,995,870 
Friday, Oct. 28..... 72.08 151.07 32.13 107.41 106.05 1,563,010 
Saturday, Oct. 29... 72.06 151.07 31.89 106.72 106.10 613,990 _ 
velopments. But whatever the reasons, 


STOCK MARKET VOLUME 3 : sel brea iia 
intermediat tors will find it pru- 
Week Ended Oct. 29 Week Ended Oct. 22 Week Ended Oct. 15 dent, cicigt te peeled Goraamiences, to 
9,041,300 11, 824, 220 8,981,190 avoid new commitments in these technically 
Total Transactions Same Date Same Date weak groups in favor of others which are 


240,939,363 351,786,009 396,988,320 














* * * 





Eleven groups—Agricultural Implements, 
Business Machines, Chemicals, Containers, 
Dairy Products, Furiture, Mail Order, 
Sugar, Telephone and Telegraph, Textiles 
and Tobacco were conspicuously weaker 
than the market in sagging to the lowest 
levels in over a month. Weakness in Tex- 
tiles was attributable to prospects of greater 
competition which will result from the intro- 
duction of new fibres next year. The poor 
behavior of other groups has been ac- 
counted for in Comments of earlier issues; 
while the explanation in a few instances will 
doubtless become clear through later de- 





























THE MAGAZINE OF WALL STREET 








SIZABLE APPRECIATION, derived from under-valued low-priced 


stocks ...can be attained by scientific security analysis 


DAIDIP DOP DOP AO III III IOP IOI IIIA IF? ADVERTISEMENT KKK EGER 


Under-Valued Low-Priced Shares 


= 
‘I HE problem of determining which 
sound low priced shares offer sizable 
appreciation without undue risks is not as 
simple as it might appear, as many conflict- 
ing circumstances surround the selection 
of such securities. But once the correct 
technique is grasped, and placed effec- 
tively in operation, large profits are possi- 
ble if the investor but exercises the patience 
and prudence necessary to convert these 
findings into actual profits. The detailed 
steps in this process are outlined below, 
in which the procedure used by a large 
investment advisory organization for 
selecting under-valued low-priced shares 
for high percentage appreciation and 
inflation-protection is given. 
* * * * 


In the past few months Poor's In- 
vestment Advisory Staff has made 
careful studies of the profit-opportuni- 
ties in low-priced stocks. These studies 
were directed toward selecting the 
fifty best low-priced stocks on the 
basis of their apparent under-valua- 
tion, inflation potentialities, safety of 
corporate finances, and their ability to 
outstrip the rest of the market during 
the coming inflation-recovery rise. 

The initial step was to examine 
1,689 stocks which are listed on the 
leading exchanges, and to segregate 
those selling under 25. These low- 
priced stocks, totalling several hun- 
dred, were classified into 45 industrial 
groups and the stocks in each group 
were sent to the specialists in the or- 
ganization who concentrate on each 
industry. Individual company analyses 
then were made of the low-priced 
stocks in each business field. 

Great care was taken in weighing 
the industrial position of each stock 
in its field, for unless the position of 
an industry is sound and its outlook 
for recovery good, appreciation of 
stocks in that industry may lag behind 
the rest of the market in the coming 
rise. Hence shares of corporations 
whose industrial outlook appeared 
weak were immediately rejected. This 
stage of analysis eliminated over half 
the low-priced stocks considered. 

The next step consisted of thor- 
ough balance sheet analvsis of remain- 
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ing companies, in which ability to 
weather adverse conditions was 
stressed. Concerns with small current 
assets and large current liabilities 
were thrown out; corporations with 
large funded debts and low earning 
power were eliminated; and companies 
with large plants and equipment but 
with small working capital were dis- 
carded, as such a structure might pre- 
clude expansion later on. 

Furthermore, all statistics on 
financial condition had to have an 
unbroken record of ten vears at the 
very least before they would be con- 
sidered eligible. This last requirement 
caused rejection of many apparently 
sound stocks, but the 78 years’ experi 
ence of Poor's organization has brought 
home the importance of ‘‘seasoning”’ 

hence the stipulation that ten vears 
of complete data must be available 
for long term comparisons. 


After the balance sheet test came 
the earning power test. Remaining 
companies were examined for their 
earnings changes for the past ten years, 
and their recuperative ability under 
recovery periods was especially noted. 
Although possessing remarkable bal 
ance sheet strength, many companies 
had to be rejected because of their in- 
ability to show a satisfactory earnings 
record, or because earnings appeared 
unlikely to increase during the coming 
inflation. After this weeding out, only 
112 companies remained. 

These 112 issues were analyzed for 
their technical price action, and 14 
were rejected because too many shares 
outstanding made them sluggish in 
price movement. For reasons of thin 
markets and erratic price movements, 
7 more stocks were eliminated, leav- 
ing 91 stocks for further appraisal. 

The next stage of analysis was to 
evaluate carefully the effects of infla- 
tion. Under inflation, three factors 
cause stocks to rise, some of these 
factors operating jointly. These three 
inflation-effects operate on stocks in 
the following manner: 

1) The entire value of the fixed 


assets of certain companies, such as 
copper mining enterprises, rise along 
with inflation, as their main assets are 
tangible resources which rise as the 
value of money drops. 

(2) Companies with large inven- 
tories — such as rubber and oil com 
panies ~- experience appreciation in 
value of their supplies, which enhances 
the price of the shares. But necessity 
for replacement of inventories later 
on at higher costs may lead to a slump 
when profit-margins narrow. Such 
stocks start upward swiftly at the 
start of inflation, but may 
later on, before other stocks recede. 

(3) Companies may benefit indi- 
rectly from inflation if they have labor 
saving machinery, efficient plants, no 
labor troubles, or if they make prod 
ucts whose demand expands as fast as 
inflation causes business to boom. 

The inflation-test caused 41 more 
low-priced stocks to be rejected, lea, 
ing 50 issues that are apparently 
under-valued, low-priced, strong fin 
ancially, with good earnings poten- 
tialities, and which should outstrip 
the rest of the market during inflation 
These 50 stocks are presented in a big 
20-page report with charts, statistics, 
capitalization descriptions and detailed 
instructions for diversifying in build 
ing portfolios of low-priced shares. 


react 


* *K * * 


This thoreugh Special Report on 50 
Low Priced Stocks is issued by Poor's 
Publishing Company, leading publisher 
of financial manuals and services since 
1860. To obtain your copy of this low- 
priced stock report, turn this page and fill 
in the Money-back Guarantee Order 
Coupon which you will find on the next 
sheet in this magazine and send it in today 
with your remittance. The genuine value 
built into this unique report is so great 
that Poor’s sincerely believes you will find 
it worth several times its cost for sheer 
informativeness alone, while its practical 
application could be worth hundreds of 
times its cost to you. Therefore you are 
offered the guarantee, without any reser- 
vations whatever, that if you do not find it 
completely satisfactory, your money will 
be cheerfully refunded on request. 
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AHEAD 
from U. S. spending? 


What stocks in line to benefit 
from 4-point 
Preparedness Program ? 


NNOUNCEMENT that the 
Government’s Preparedness 
Program may involve expendi- 
tures of nearly 5 billion dollars 
in the next 15 months is held as 
a prosperity stimulus by many 
industries. 

Will this vast new spending set 
heavy industry definitely on the 
uptrend, and provide the back- 
ground for a broad, sustained 
recovery? Which industries are 
in line to profit most? Which 
stocks should be directly affected? 


12 Stocks to Benefit 


The current UNITED Bulletin 
carries a special analysis of the 
Government’s 4-Point Preparedness 
Program; forecasts the expenditures 
likely in five important lines, and 
selects the 12 stocks that should bene- 
fit most...the issues that are in 
position to feature the next Market 
advance. For this timely analysis— 
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As the Trader Sees Today's 
Market 





(Continued from page 73) 


entrance as a convenient means of 
exit with trading profits. Also when 
a break out of a “line” formation 
gives a Dow signal that accumula- 
tion or distribution is complete, the 
observer knows what is happening. 
More and more the market for the 
trader is becoming a study of psy- 
chology — what the other fellow 
thinks, and why, and what he will 
think tomorrow. The Dow Theory 
is in one of its recurrent stages of 
popularity, and however skeptical 
we may be of its practical results for 
the user, it must be accepted as an 
occasional factor in the market with 
which we should be familiar. 





Answers to Inquiries 





(Continued from page 97) 


making a bid for the manufacture of 
larger and faster land transport 
planes and ocean- flying clippers 
which will be primarily used by 
commercial airlines. Substantial or- 


| ders have been received by this divi- 


sion and if further contracts are 
forthcoming, there is no reason why 
Boeing should not move into a lead- 
ership position in the industry. AlI- 
though there is every expectation of 
higher profits, it is unlikely that 
dividends will be paid during 1938. 
On the other hand, we believe that 
the longer term potentialities pres- 
ent make the shares of Boeing one 
of the more attractive equities in 
the group and therefore counsel full 
retention of your commitment. 





Motor Wheel Corporation 


I have been holding 300 shares of Motor 
Wheel for which I paid 25%. Is this stock 


| headed for higher levels paralleling the im- 


provement expected in the automotive field? 
I understand its oil-burning equipment sales 
are well ahead of those of last year. Do you 
counsel retention?—B. K., Seattle, Wash. 


A 55% decline in automobile pro- 
duction during the first six months 
of 1938 was responsible for the deficit 
of 10 cents a share registered by 
Motor Wheel for the initial half 
of 1938. While it is true that the 


company’s oil burning equipment 
sales are better than a year ago, this 
is relatively unimportant when it is 
considered that the major portion of 
the company’s sales volume is de- 
rived from automobile manufactur- 
ers and railroad equipment business. 
Only about 20% of the company’s 
sales is outside of the automotive 
field. The company’s customers in- 
clude such leading manufacturers as 
Chrysler Divisions (except Dodge), 
Packard, Buick, Cadillac, LaSalle, 
Hudson and Yellow Truck & Coach. 
Motor Wheel has now on its books 
for the 1939 season all of the 1938 
automobile customers and is cur- 
rently engaged in readying itself for 
substantial shipments of 1939 parts. 
The better outlook for automobile 
manufacturers leads us to believe 
that last half year’s earnings will be 
substantially better than those sus- 
tained during the first six months. 
Of course, the better demand for the 
company’s oil burners and miscel- 
laneous products will also lead to 
more satisfactory profits. Neverthe- 
less, the possibility that earnings 
were in the red during the third 
quarter leads us to believe that a 
nominal deficit may be registered for 
the full 1938 year. Under those cir- 
cumstances, resumption of dividend 
payments is unlikely. On the other 
hand, the company’s well entrenched 
trade position and strong financial 
condition place the shares among 
the leaders in this group and reten- 
tion of your commitment is coun- 
selled. 





L. C. Smith & Corona Typewriters, 
Inc. 

Last year, in the belief that Smith-Corona’s 
earnings augured well for price appreciation, 
I bought 100 shares at 37%. Isn’t this stock 
now conservatively priced with a period of 
business expansion apparently ahead? What 
are its dividend prospects?—K. G., Syracuse. 
NOW, 

The introduction of the new low- 
priced portable typewriter by L. C. 
Smith & Corona has more longer 
term significance than current ap- 
peal. This machine, while well re- 
ceived, as shown by increasing or- 
ders, will probably not have much 
affect on September quarter oper- 
ations. Over the longer term, how- 
ever, it should be a means whereby 
the company can bolster profit mar- 
gins considerably. For the fiscal 
year ended June 30, 1938, a profit of 
1.43 a common share was recorded 
against a profit of $4.05 a share in 
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the preceding fiscal term. The in- 
troduction of the new typewriter of 
course was timed perfectly in that 
it came on the market at a time 
when business activity was being re- 
sumed. If industrial improvement 
continues, volume sales of the con- 
cern should move up appreciably. 
Of course, it is much too early to 
forecast full 1939 results, but profits 
for the initial half are expected to 
run a little below the rate prevailing 
in 1937-1938. In view of the favor- 
able longer term outlook and the 
strong financial position, the shares 
not only seem underpriced in rela- 
tion to appreciation possibilities but 
also in regard to the yield afforded. 
The dividend rate, in our estima- 
tion, is secure. Hence, if you are 
willing to consider the shares as a 
longer term commitment retention 
may be recommended. 





Ingersoll-Rand Company 


Do the investment possibilities inherent in 
Ingersoll-Rand warrant retaining this issue 
for satisfactory income return and priee ap- 
preciation? I note that there is a growing 
demand for pneumatic tools and condensers 
and pumps for new ships. I paid 140 for my 
50 shares—W. B., Boston, Mass. 


Earnings of Ingersoll-Rand for 
1938 will in all probability make a 
poor comparison with those of 1937. 
Recently, however, the company has 
received sizable new orders for con- 
densers, pumps and boiler feed 
pumps for new tankers. It must be 
remembered, however, that the prof- 
its from these contracts as well as 
from better business conditions in 
general will not be realized before 
1939. Earnings thus far in 1938 have 
been bolstered by a good foreign de- 
mand. If it had not been for this 
factor, profits would undoubtedly 
have made a poorer showing than is 
now indicated. The company’s prod- 
ucts are directed mainly to the min- 
ing, construction, automobile and 
oil industries. As there has been a 
firming in metal prices, a reviving 
of the building trade, an improve- 
ment in the oil industry and as auto- 
motive manufacturers have begun 
production on next year’s models, 
more favorable profits should be 
realized during the remainder of the 
year. While the company meets 
with keen competition, they have 
achieved and maintained a strong 
trade position due to the fact that 
they depend upon quality products. 
This fact, coupled with the strong 
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financial position, justifies a con- 
structive investment attitude toward 
the common shares. In view of the 
better outlook for the subject con- 
cern, we advise continued retention 
of your holdings. 





White Rock Mineral Springs Co. 


Why does White Rock common sell at such 
a low price-earnings ratio? It would seem 
cheap at its present price of 6°4. Is it likely 
to reflect the general recovery in progress? 1 
hold 200 shares at 14°4 and would appreciate 
your recommendation —L. N., San Francisco, 


Cal. 

Increasing competition from local 
and national bottlers over the past 
few years has resulted in quite a 
large loss of business for White Rock 
Mineral Springs. At this writing, it 
is questionable as to whether or not 
White Rock has been able to meet 





the price competition established by 
these other manufacturers. Further- 
more, liquor sales during the initial 
half of 1938 were substantially 
lower, and as a consequence sales 
volume of White Rock dropped con- 
siderably. Net income was sharply 
reduced, profits for the first half of 
1938 being only 45 cents per com- 
mon share, against 72 cents pei 
share in the like half a year earlier. 
We are extremely doubtful if this 
rate of operations will prevail over 
the latter half and are looking for 
earnings to be in the neighborhood 
of 80 cents per common share. Natu- 
rally, the recent uptrend in general 
business will be reflected in near 
term earnings of the company. This 
betterment will probably result in 
earnings which will compare a little 
more favorably with those of 1937. 
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After a payment of 25 cents this 
year, dividends have been omitted. 
Since it has been the company’s pol- 
icy, however, to pay the majority of 
earnings out in the way of dividends, 
another disbursement before the 
year-end is possible. Nevertheless, 
the highly competitive situation and 
the absence of any constructive fac- 
tors which would lead to anticipa- 
tion of a reversal in the downward 
trend of earnings, makes the shares 
speculative. A further recovery in 
the general market, however, might 
possibly carry the value of the 
shares somewhat higher. 





Wheeling Steel Corporation 


Is Wheeling Steel entitled to a good rating 
among speculative equities today? My shares 
were purchased at 39%, a fraction below the 
1936 high, and I am writing to inquire if you 
advise further retention. How does the re- 
cent price reduction in sheet steel affect the 
outlook?—E. T., Toledo, Ohio. 


During recent years, 74% of 
Wheeling Steel’s output has been 
sheet, tinplate and strip. Thus, re- 
cent changes in the price of sheet 
steel will undoubtedly have an ad- 
verse affect upon profit margins. On 
the other hand, an uptrend in prof- 
its is possible, due to an improve- 
ment in demand from the automo- 
tive industry. Some 20% to 25% of 
production is normally taken by the 
automobile manufacturers. As that 
industry is now in full swing on 1939 
models, profits of Wheeling should 
grow accordingly. Moreover, expec- 
tations now point to a better de- 
mand from the miscellaneous steel 
users. Wheeling has continued to 
modernize its properties in order to 
be able to cope with the keen com- 
petition prevalent in flat-rolled prod- 
ucts. This continual improvement 
has been necessary because Wheel- 
ing seems to need higher-than-aver- 
age operations to make any profits 
at all. In this connection, larger de- 
preciation charges have been a con- 
tributing factor. The 5% cumula- 
tive preferred which replaced the 
6% preferred enabled a clearing up 
of the arrears on the latter. For the 
first six months of 1938, a deficit of 
$3.64 a common share was recorded 
as compared with a profit of $4.87 
in the like period a year earlier. It 
must be remembered, however, that 
the common issue has substantial 
leverage and thus could move mar- 
ketwise, given any improvement in 
the situation. Where the risk is real- 
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ized, we can advise retention await- 
ing a betterment in this situation to 
justify higher prices. 





The Stockholder's Guide 





(Continued from page 95) 


responding reduction in fertilizer 
sales. Grocery chains, despite the 
more hopeful aspects of the political 
factors affecting them, may be slow 
in registering any worthwhile in- 
crease in profits and the same may 
also be true of some of the food 
processors. Increased employment 
and rising incomes will probably in- 
crease the consumption of whisky 
and other spirituous liquors but on 
the whole the outlook for this group 
suggests that earnings gains, on a 
percentage basis, will be compara- 
tively small. 

It is, of course, possible that pros- 
pects for these various groups may 
take a definite turn for the better 
later on, although at the present 
time there is no actual basis for 
assuming that they will. In the 
meantime the investor is depriving 
himself of the advantages to be 
gained in other issues more favor- 
ably situated. 





New Business Trends 
Revealed 





(Continued from page 70) 


least some gain in shop discipline. 

There are, of course, two major 
uncertainties in the outlook for mo- 
tor industry profits. The first is vol- 
ume. Hopes are running high, but 
it remains to be seen if buyers will 
really come forward as readily over 
the next three or four months as 
present production plans anticipate. 
The second uncertainty is labor. Al- 
though depression and loss of jobs 
constitute very recent history, we 
have already seen union stirrings 
and sporadic stoppages of produc- 
tion here and there in the very first 
dawning of the industry’s revival. 

Helped by the upward trend of 
motor output, firm price structure 
on finished products and by probable 
inventory appreciation of crude rub- 
ber, the tire companies will round 
out a good year. 

Earnings of chemicals remain well 


under year ago levels, but third 
quarter results were sharply better 
than in the second quarter and the 
upward profit trend thus indicated 
has unquestionably been accelerated 


in recent weeks. Third quarter re- 
port of du Pont shows approximately 
a 50% gain in earnings from chem- 
ical operations, as compared with 
the second quarter, although the 
volume gain was no more than 20%. 
The fourth quarter probably will 
show a further pronounced profit 
gain, although du Pont may not 
equal percentage gain of some com- 
petitors so far as total earnings are 
concerned, due to importance of 
General Motors dividends to it. 

With few exceptions steel com- 
panies earned less, or lost more, in 
the third quarter than in the second, 
for reasons detailed in a special arti- 
cle elsewhere in this issue; and be- 
cause much fourth quarter business 
was booked recently at cut-throat 
prices earnings for the rest of the 
year will not be brilliant, to say the 
least. The showing, however, is bet- 
ter than had been expected. 

For rail equipments it can be said 
that recent business and earnings 
have been so low that the next sig- 
nificant change must necessarily be 
upward, however small. Settlement 
of the wage issue one way or the 
other may release some orders. 
While the rail picture as a whole is 
far from roseate, orders for equip- 
ment are placed by individual car- 
riers and not by the industry—and 
there are some roads whose operat- 
ing figures now top those of a year 
ago. Through this year, however, 
rail equipment earnings are going 
to remain meager. 

In the leading electrical equip- 
ment companies there is always a 
lag between the time a general re- 
covery begins and the time it shows 
up in earnings. There can be no 
doubt that the trend of new business 
is up, but through the third quarter 
orders booked did not match billings 
so that there was a further decline 
in backlog. General Electric and 
Westinghouse Electric each showed 
third quarter earnings well under 
second quarter level and, of course, 
far under a year ago. Assuming we 
are in a sustained recovery cycle, it 
will not take very long for this trend 
to be reversed, particularly if the 
utilities can be induced to expand 
under the Administration’s broad 
plan of preparedness. 

Sharp drop in Allis-Chalmers earn- 
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Correct timing in investing means 
more than buying stocks when they 
are low and selling them when they 
are high. Successful investment tim- 
ing must consider a third phase: 
“lifetime.” This is pictured in the 
chart above. 

Just as business as a whole has its 
periods of prosperity, stability and 
decline, so too the individual industry 
must pass through the stages of child- 
hood, maturity and old age. 

The important question for an in- 
vestor to ask is: How old is the in- 
dustry and in what period of its own 
industrial life is it? These divisions 
of an industry’s life span are roughly 
four: (1) development (2) rapid 
growth (3) stability and (4) new 
development or decline. 


Auto—a Good Example 


As an example of what a new indus- 
try faces in the development period, 
consider the automobile. For twenty 
years from 1890 to 1910 this industry 
went through innumerable hardships 
and growing pains. It lacked popular 
acceptance, output was low, costs 
high, and mortalities among all com- 
panies heavy. 

Then in 1910 the industry began to 
emerge from its formative period into 
a new cycle in which mass production 
supplanted hand methods. Then fol- 
lowed a period of great expansion be- 
ginning in 1916 and continuing until 
1929. Today the automobile industry 
is in the period of stabilization. 

Television, on the other hand, can 
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Story the Picture Tells 


Chart shows how an industry’s life span has four stages: (1) development— 
(2) rapid growth—(3) stability—(4) new development or decline. An ef 
in its development period is illustrated by Television; rapid growth perio 

Chemicals; stability, Steel; new development, 
on the chart would you put the industries in which you hold securities? 


Glass; "decline, Coal. Where 








Timing Your Investments 


be classed as still in the experimental 
stage. Chemicals, to take another il- 
lustration, are on the steepest part of 
their life line. Coal appears to be on 
the down-grade while glass has found 
a new lease on life. 


Big Profit Time 


From the investment viewpoint your 
capital should be distributed mainly 
in those industries which are in the 
period of middle growth. They are 
beyond the promotional problems and 
yet are still not approaching the satu- 
ration dangers. It is the ideal stage in 
the life of an industry. 

It is the profit zone for the corpora- 
tion and its stockholders. It is the cor- 
rect location for the bulk of your 
holdings. 

On the above chart decide where 
you would place the various industries 
in which you hold securities. When 
thus examined ycur investment port- 
folio should meet two tests. First: Is 
your capital diversified over a reason- 
ably broad range? Second: Are you 
well represented among industries 
which are in the period of greatest 
growth? Have you kept the majority 
of your funds out of raw industries 
on the one hand, and out of fading 
industries on the other? 


A Three-Fold Plan 


On Babson’s Supervised List there 
are about 250 securities distributed 
over approximately 30 different indus- 
tries. We recommend the purchase of 








ings, both from a year ago and from 


those which we believe are timed for 
the period of rapid growth. There 
are others the sales of which we are 
advising at the present time. 


Under the Babson plan of Automa- 
tic Supervision, clients are not only 
told when we believe they should sell 
indivdiual stocks and bonds but also 
when they should buy into an indus- 
try, and when they should get out of 
an industry. 

When you time your investment 
program by this three-fold plan you 
protect your principal, your profits 
and your income. The Babson Method 
gives you the benefit of more than 
thirty years’ experience in the field 
of investment management. 


Under our plan you get complete, 
continuous and personalized service. 


Investigate! 
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; Dept. 50-77 Babson Park, Mass. 
Send me details of your investment service, 





and current reports on business and invest- 
ment outlook. Also complimentary copy of 
i chart like the above, showing position of 
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ter of backlogs running g off ata fucker 


industries 


in which quasterly re- 


the second quarter, reflects the same 
factors operative on General Elec- 
tric and Westinghouse, with the 
added factor of marked decline in 
orders for farm tractors, but this 
company could also register sharp 
gains with increasing demand for 
electrical power equipment. 

Office equipments generally show 
third quarter profits well under the 
second quarter and under a year 
ago. Apparently this is also a mat- 
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rate than new business has thus far 
come in. Basic factors here remain 
favorable and fourth quarter earn- 
ings trends probably will be more so. 

Among paper companies we have 
the spectacle of substantially larger 
sales, but profits generally under the 
second quarter level. The answer is 
price, and if volume continues satis- 
factory price will before long be 
adjusted upward. 

There are quite a few important 


ports are not issued, and others in 
which reports are generally late. 
The earnings picture heretofore 
sketched, however, is sufficiently 
representative for our purposes. One 
fundamental fact stands out. Under 
New Deal or Old Deal, volume 


comes pretty close to telling the 
story. A sustained rise in volume 
will restore normal earning power 
for the vast majority of efficient 
enterprises. 


iit 
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American Can 





(Continued from page 79) 


has been justified by events of the 
last stump. Very few common stocks 
would have made better collateral 
for a loan than American Can. 

Perhaps the soundest attitude to- 
ward a stock of this character is to 
hold it for income in conservative 
proportion to the remainder of a 
portfolio. Then an extended period 
of prosperity for the whole country 
will have its effect on this commit- 
ment, while the sharp knockdowns 
to which we seem to have become 
increasingly subject will furnish good 
reason for having refused to rely too 
heavily on perpetual fair weather. 
Looked at in this way, the present 
price of 102 for the issue seems emi- 
nently reasonable. 





Trend of Steel Profits Is Up 





(Continued from page 83) 


with the leading light steel makers. 
Under the nearly normal operations 
of 1937, with heavy steels coming 
into fair demand, it necessarily fol- 
lowed that the biggest gains would 
be made by companies with the 
largest proportions of capacity re- 
maining to be utilized. For example, 
in 1936 Inland Steel operated at an 
average of 92.5% of capacity, as 
compared with 65.6 for Big Steel 
and 64 for Bethlehem. Since steel- 
making capacity cannot be enlarged 
overnight, it is simple arithmetic 
that as volume for the industry ex- 
panded sharply in 1937, share of the 
total market obtained would show a 
bigger gain for United States Steel 
and Bethlehem than for Inland. 

In a general way it can be said 
with confidence that the third quar- 
ter earnings statements and the 
present indicated trend of steel op- 
erations point to a favorable trend 
of profits for the fourth quarter. 
Take note that this does not imply 
by any means normal or satisfactory 
profits, but merely an upward trend 
—which is what the stock market is 
chiefly concerned with. When it 
comes to the probable dollars and 
cents of fourth quarter steel earn- 
ings per share, there is not going to 
be much to enthuse about. 


It is now anticipated that before 
the end of the year the industry’s 
operations will make a temporary 
peak around, or modestly above, 
60% of capacity; but for the quarter 
it is to be doubted the average can 
exceed 55%. Operations, of course, 
vary greatly from company to com- 
pany. Until a rather large aggregate 
demand is available, operations of 
United States Steel tend to lag be- 
hind the industry average, and those 
of such leading light steels as In- 
land and National to run ahead of 
the average. But at an industry 
average of 55% for the fourth quar- 
ter—which is an assumption rather 
than a forecast—no steel company 
will have anything more than mod- 
est per share profits. For example, 
if United States Steel, now at 47%, 
should be able to average 53% for 
the quarter — which is doubtful — 
earnings probably would be around 
$8,000,000 or, after preferred divi- 
dend, less than 20 cents a share on 
common. 

A formidable obstacle to more 
than moderate improvement in 
fourth quarter steel earnings is the 
fact that during the recent price war 
leading motor companies, and prob- 
ably some other consumers, placed 
orders for virtually all needs through 
the rest of this year. Therefore that 
portion of rising fourth quarter vol- 
ume accounted for by increased mo- 
tor activity will be at prices under 
the third quarter average and under 
the present official price schedules. 

Of steel reports issued as this is 
written, all show moderately larger 
losses or smaller profits than in the 
second quarter—with the excep- 
tion of Bethlehem, National Steel, 
Wheeling Steel and Continental, 
whose profits were larger than in the 
second quarter; and Republic and 


Sharon, whose losses were reduced. 


It need hardly be said that all 
steel companies are subject to ex- 
treme cyclical swings in volume and 
profits, which means that the equi- 
ties are basically speculative. Per- 
haps it can be demonstrated that 
Inland or National are somewhat 
less speculative than United States 
Steel or Bethlehem, but among all 
major steel stocks differences in 
quality are relatively unimportant 
as compared with the general specu- 
lative or investment problem of ad- 
vantageously timing purchases and 
sales in line with the major economic 
cycle. This is not to say that selec- 
tion can prudently be made at ran- 


dom. For instance, the current un- 
impressive market action of Jones & 
Laughlin appears to confirm the 
suspicion that it is doing none too 
well under the present basing-point 


_ price system in the industry. 


On the basis of the gap between 
present quotations and 1937 highs, 
the biggest speculative potentiality 
appears to be in United States Steel. 
The thought is reinforced by its for- 
midable present competitive stand- 
ing in the industry and its habit of 
stock market leadership. Not very 
far behind it in speculative promise 
for the longer pull, the writer would 
put Bethlehem and Youngstown. 





New York Shipbuilding 
Corporation 





(Continued from page 87) 


tion acts to reduce labor cost 
ratios. It is a real wage cut never 
resisted by labor but, for some 
strange reason, welcomed. Lest it 
be thought that this view is too 
long-range it should be pointed out 
that cruiser contracts usually run 
over a period of two or three years. 

New York Shipbuilding’s yards 
are located at Camden, N. J., and 
cover some 191 acres. The company 
builds mostly cruisers, destroyers, 
and tenders, but has also constructed 
some of the largest merchant ships 
built in America. 

It has divested itself of its elec- 
trical business by its sales to Allis- 
Chalmers and in 1931 resumed its 
present name after doing business 
for six years under the name of 
American Brown Boveri Electric 
Corp. 

Earnings for the six months ended 
June 30, 1937, were $12,188 and in 
1938 in the same period a deficit of 
$121,677 was shown. Gross billings 
for the first six months this year 
were $5,822,000 against $6,107,000 a 
year ago. Unprofitable operations 
have had the effect of reducing work- 
ing capital down $1,000,000 to $2, 
846,000. Unfilled orders at the end 
of 1937 were $27,000,000 and _ the 
recent award of contracts for a sea- 
plane tender and a destroyer tender 
totaling $23,000,000 give the com- 
pany a very favorable backlog. 

The capital structure consists of 


$2,990,000 first mortgage S. F. is 


and three classes of stock: 17, 
850 preferred, 325,000 participating 
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short-term and longer term recommendations of the past 


six months. 


Such frequent and substantial profits are in prospect 


during the recovery market now 


..aratio 


crease your equity. 





Profits in This Market! 


22014 points profit, with only 21%4 points loss . 
of over 10 to 1... have been made available through our 


market moves with the object of securing profits to in- 
You can also gradually lay the 
foundation for very substantial profits through our 


Longer Term Recommendations in this recovery. All 





in progress. The coming months, 
through our close supervision of 
your short-term and investment 
holdings, should provide an out- 
standing opportunity for you to 
recover losses and build up your 
capital. 


Profit with FORECAST 
Counsel 
In this favorable situation, when 
judicious action can mean so 
much to your financial welfare, 
we urge that you avail yourself 
of Forecast counsel. In_ the 
field of security guidance and 
prediction of market trends, the 


A Fourfold Service 


As a_ Forecast subscriber, you will re- 
ceive the following comprehensive service 
designed to meet your investment and 
business needs and objectives: 

1. Security Advisory Service 
Scientifically arranged programs to take 
advantage of short, intermediate and 
major market movements with 
definite advice as to what and when to 
buy and when to sell. 

Telegrams on all recommendations for 
short-term profit . . . as included 
in our Trading Advices, Unusual Oppor- 
tunities and Bargain Indicator. 
Consultation by wire and by mail is open 
at all times. 

2. Business Service 

Concise weekly review of current situ- 
ation with latest factors and their effects. 


\ 


commitments made on our advices are kept under our 


continuous supervision . . 
are informed when to contract or 


. you 


expand your position. 
Rare Opportunities 

Developing 
This recovery cycle which started 
on March 3lst, even if it is of 
average duration, should last for 
more than 244 years and bring 
large gains in selected stocks. All 
recessions in the current move- 
ment should be watched to buy 
undervalued stocks for quick and 
They will 


represent companies whose sales 


substantial profits. 


and earnings will be given a dy- 
namic upthrust for many basic 


Forecast has established an ex- 
ceptional record ... over a period 
of 20 years . . . with its author- 
itative sources of data, unique 
business contacts and widespread 
facilities. Its staff, as a result “\ 








3. Commodity Service 

A weekly digest of position and forecast 
of leading commodity trends. 

4. Washington Service 


Weekly reports from our correspondents 
in the nation’s capital. 


reasons .. . general business ex- 
pansion . . . the rearmament race 
here and abroad... . 
Such out- 


our ex- 
panded credit base. 
standing opportunities, as un- 
7 covered by our analysts, will be 











of long and practical experience, 
has advantageously served investors and traders in many 
situations like the present. 


What and When to Buy and When to Sell 


Through our short-term advices of what and when to buy 
and when to sell, you can take advantage of important 


recommended to you. 

As we are especially desirous of serv- 
ing you during the profit-making 
period ahead, we extend to you our 
new special offer of Free Service to December 15. By 
that date, your profits through our counsel should more 


Free Service 
to December 15 


than cover our moderate fee. 
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SERVICE TO START AT ONCE BUT DATE FROM DECEMBER 15, 1938 











Service 


] Check here if you 
wish Air Mail and it 
will expedite delivery 
of our weekly and spe- 
cial bulletins. This ser- 
vice is provided FREE 
in such cases in United 
States and Canada. 
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shares, and 175,000 founders shares. 
After the preferred has received 7% 
per annum the participating shares 
are entitled to 65% of the profits 
and the founders share 35%. 

Aviation and Transportation Corp. 
increased its holdings this spring 
from 46,000 to 61,000 founders 
shares. 

The company is an important unit 
in the industry and seems assured 
of more than a normal increase in 
business. On the cautionary side it 
has recently signed a contraet call- 
ing for an increase in wage rates 
that amount to nearly 20% and 
labor costs are what have held down 
its profit possibilities. Nevertheless, 
as a long-term speculation, consider- 
ing the factors outlined earlier, it has 
more than average appeal. 





Air Transport Approaches 
the Pay Point 





(Continued from page 81) 


maintenance. When traffic is built 
up to a certain point, the reduction 
in unit costs of operation should be 
reflected in lower expenditures out 
of the revenue dollar, particularly 
those relating to salaries and wages 
of ground personnel, depreciation, 
advertising and plant maintenance. 
The investor may be cheered by the 
fact that the operators are thinking 
along those lines. 





Link-Belt Company 





(Continued from page 98) 


tically strong financial position. 
Current assets on Sept. 30, last, in- 
cluding cash items of about $6,000,- 
000, amounted to $13,142,509, while 
current liabilities totaled only 
$1,777,801. Inventories were about 
$1,000,000 lower than a year ago. 
There are 32,478 shares of 644% 
preferred outstanding. 

The factors which raised the com- 
pany’s sales volume to a new record 
high in 1937 have not been appre- 
ciably altered by intervening events 
so that it is reasonable to assume 
that with the added impetus of im- 
proving general business they will 
become increasingly effective in the 
months ahead. Such assumption 
undoubtedly accounts substantially 


114 


for the recovery in the company’s 
common shares from the current 
low of 29 to the recent high of 49%. 
At these prices the market is un- 
doubtedly attempting to evaluate 
the company’s earnings some months 
ahead. Nevertheless, and by com- 
parison with many other representa- 
tive common stocks, the current 
quotation would not appear to be 
over-optimistic when stacked against 
the company’s record and demon- 
strated earning power in the past. 





Happening in Washington 





(Continued from page 75) 


discussion of this is currently veering 
away from the more radical of the 
many proposals which have been 
made in the past. 


Communications commission is due 
for the Congressional overhauling it 
escaped last spring when Roosevelt 
put MeNinch in as temporary chair- 
man. He failed to keep peace in the 
family, eliminate politics, or evolve 
satisfactory policies. The impend- 
ing shake-up will therefore render 
inconclusive the results of F C C’s 
present investigations of chain 
broadcasting and the telephone in- 
dustry. 





For Profit and Income 





(Continued from page 93) 


Good News for Paper 


The paper industry is operating 
at 83% of capacity with officials an- 
ticipating a further increase. News- 
print mills are expecting to announce 
1939 prices soon and should the pres- 
ent $50 a ton price hold, next year’s 
earnings should be the best in many 
years. The 1937 price of $42.50 did 
not permit extensive profits, while 
the slump and the working off of 
inventories further affected earn- 
igs. President Calder of Union Bag 
and Paper said that the industry 
sold kraft, paper board, and bag 
products at “rediculously low prices” 
considering the demand and outlook. 
He estimated that if his company’s 
sales for the September quarter just 
passed had been made at 1937 prices 
the earnings would have been $1.- 
328,000 instead of $203,000. 





As I See It! 
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address by the German Consul 
General at New York last week, 
attacking our institutions, is evi- 
dence of the power she _ believes 
she already holds in the United 
States itself. Her scorn for our 
shortsighted domestic policies which 
she sees dividing our country into 
irreconcilable and hostile factions; 
our lack of firmness, where she 
would use harsh and brutal mea- 
sures in dealing with matters vital to 
us on this hemisphere—have made 
her believe we are easy meat. 

How to treat her to get her re- 
spect is not so difficult. The answer 
lies in the German psychology. They 
are ever ready to back down before 
a show of force and courage. I be- 
lieve that if Hitler died tomorrow 
the Germans would stand helplessly 
by and not know what to do next 
because their leader was gone. 

If we started attaching German 
property, as in wartime, and deport- 
ing meddlesome German citizens, 
we would get somewhere with the 
Nazis. It is the language they un- 
derstand. Notice the quick turn- 
about recently when Poland began 
ousting the Germans in retaliation 
for the deportation of Polish citi- 
zens—even of Polish Jews. Ger- 
many owes our people, directly and 
indirectly, a great deal of money, 
much of which she has refused to 
pay, although she has honored a 
similar debt with other nations. 
And we have plenty of provocation 
in the various Bunds that are being 
formed everywhere and giver. mili- 
tary training and taught disrespect 
for our institutions and ideas. 

The German mass moves are like 
the precision of a machine until you 
throw a monkey wrench into the 
midst of it. Then it stops work- 
ing until another mechanic — or 
Fuehrer — starts it up again. 

In the meantime we are in a po- 
sition to destroy German influence 
in the Americas. And with the ex- 
ample of what happened to England 
and France—the end of which is not 
yet — we know we cannot hesitate 
nor quail. We must fight Nazi at- 
tacks with their own weapons to win. 
If we break the back of Nazi preten- 
sions, we break up the schemes of 
Japan and Italy in South America 
as well. 
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